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An Action Plan for Developing
Sustainable Agricultural Input Supply Systems
in Malawi

Preface

During the 1990s, Malawi made considerable progress towards deregul ation and liberalization of agricultural
input markets (AIMs). Currently there are no restrictions on pricing or marketing of modern agricultural inputs
(improved seeds, mineral fertilizers, and crop protection products [ CPPs]), and private sector accountsfor domi-
nant shares of the input markets. Neverthel ess, these markets are not operating as efficiently as expected when
policy reforms were introduced, and farmers do not have easy access to these inputs and at affordable prices.
Realizing the importance of these modern inputsin promoting food security and protecting the natural resource
base, the Ministry of Agriculture and Irrigation (MOALI) decided to commission astudy of the underlying causes
of unfulfilled expectations.

Through the Maawi Agricultural Sector Investment Programme (MASIP) Secretariat, the MOAI requested
IFDC—An International Center for Soil Fertility and Agricultural Devel opment, Muscle Shoals, Alabama, U.S.A
Development Alternatives Incorporated (DAI), Bethesda, Maryland, U.S.A.; and Masdar Technology Limited
(MTL), Eversley Hampshire, UK, to conduct a study on agricultural input supply systemsin Malawi. The study
focused on devel oping an assessment of the prevailing input supply system and preparing an Action Plan for their
sustainabl e devel opment. The funding for the study was provided by the Department for I nternational Devel op-
ment (DfID), European Union (EU), United States Agency for International Development (USAID), and the
World Bank, Washington, DC.*

The study was divided into two phases. Phase | (February 28-March 31, 2000) involved an assessment of
AlMs and other input delivery systems prevailing in Malawi. Phase Il (April 27-May 15, 2000) focused on
developing an Action Plan for sustainableinput supply systems. The study team included the following members:
B. L. Bumb, Policy Economist and Team Leader (IFDC)

D. Baillie, Credit Specialist (MTL)

M. F. Beig, Marketing Specialist (IFDC)

R. Chapweteka, Inputs Economist (MOAI)

G. Dimithe, Production Economist (IFDC)

D. Gisselquist, Seed Specialist (DAI)

D. Kamchacha, Inputs Trader (Private Sector)
F. Msiska, Policy Economist (MOAI)

©ONOORAWDN R

During Phase |, the study team visited with various stakeholdersincluding donors, policymakers, nongovern-
mental organizations (NGOs), farmers, bankers, and private traders and investors. Field visits were made to
Kasungu, Salima, Blantyre, Zomba, Nkhotakota, Mzuzu, Rumphi, Karonga, Chitipa, and several other towns
and villages. After thefirst week, the study team was divided into three groups, namely, finance and policy, seed
and pesticides, and fertilizers, to reach out to as many stakeholders as possible. The study team greatly appreci-
ates the assistance the MOAI Headquarters and various agricultural development divisions (ADDs) provided
and the cooperation received from different stakeholders. Similarly, theteam gratefully acknowledgesthelogistic
support the MASIP Secretariat and the Rural Economic Policy Centre provided.

1. The views and interpretations in this document are those of the study team and should not be attributed to the funding or sponsoring
agencies.



Preliminary findings of the study were presented at a meeting in the MOAI on March 28, 2000. On May 10,
2000, a national workshop was organized to review the draft Action Plan. Recommendations and suggestions
made at the workshop are incorporated in the report.

The report recommends a holistic approach to develop sustainable input supply systemsin Malawi. Such an
approach should concurrently focus on policy reforms, human capital formation, technology transfer, improved
financial services, market information system (M1S) development, and regulatory frameworks. |solated empha-
sis on one or two of these components is unlikely to produce optimum results for supplying inputs in a cost-
effective and efficient manner. Nevertheless, actual implementation of various components may require appropriate
sequencing and phasing. The report also recommends that input support targeting the poorest farmers be imple-
mented through market-friendly measures.

USAID/Malawi has funded a project called the AIMs (Agricultural Input Markets) Development Project that
implements some of the components of the Action Plan. The Government of Malawi (GOM) should approach
other donors to consider funding other components of the Action Plan.
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An Action Plan for Developing
Sustainable Agricultural Input Supply Systems
in Malawi

Executive Summary

|. Introduction

Malawi isalandlocked rural economy dominated by agriculture; but the productivity of the agricultural sector
is so low that nearly one-half of the population suffers from chronic food insecurity even in normal years.
Approximately 70%-80% of the population isestimated to earn lessthan US $0.50/day. Under such conditions of
poverty, food security at both the household and national levels can be ensured only through a two-pronged
approach of market-based measures and well-targeted safety net improvements. In both approaches, the major
focus should be on enhancing the productivity of land and labor through the application of science and technology
embodied in improved seeds, mineral fertilizers, crop protection products (CPPs), and other appropriate agro-
nomic and soil fertility-improving practices.

In addition to ensuring food security, Malawi has to protect and sustain its most important natural resource,
namely, the soils that feed the nation. Currently, harvested crops remove about 160,000 mt of nutrients per year
while 70,000 mt of nutrients per year are replaced in theform of mineral fertilizers. Organic sources may supply
another 15,000-20,000 mt of nutrients per year. Thus, thereisanet loss of nutrientsfrom the soils. Thismining of
nutrients must be reversed, so that the soils can be preserved for future generations. In fulfilling both socioeco-
nomic goals, improved seeds, fertilizers, and CPPs have a critical role to play and should be supplied in a cost-
effective and timely manner in rural aress.

II. An Assessment of Agricultural I nput Supply Systems

Malawi has made considerable progresstowards deregul ation and liberalization of the agricultural input supply
systems, and the private sector has played adominant rolein supplying variousinputsin recent years. Neverthe-
less, agricultural input markets (AIMs) are not operating efficiently and farmers do not have easy access to
inputs and at affordable prices. Several factors continue to constrain the development of efficient AIMs. These
factors can be divided into three broad groups, namely, macropolicy issues, market devel opment-related issues,
and technical issues.

Inthe macropolicy group, deval uation of the Maawian Kwacha(MK), limited availability of foreign exchange,
high interest rate, poor rural roads, and physical insecurity in rural areas constrain the development of input
markets. The devaluation of the domestic currency not only increases the prices of imported seeds, fertilizers,
and CPPs, but it also discouragesinvestmentsin business devel opment dueto associated risks. Limited availabil-
ity of foreign exchange constrainstheimport of inputs. Poor infrastructurein rural areas makesthe transportation
of goods and servicesdifficult and costly and limits the supply of much-needed inputs. Physical insecurity com-
pounds the problems associated with devaluation, high interest rate, and poor rural roads. All these factors have
contributed to the concentration of suppliersin urban and peri-urban areas and are forcing farmers to travel 10-
50 km to purchase inputs.

Xi



The market development-related issues consist of policy uncertainty, inadequate human capital and market
information, lack of affordable finance, and poor implementation of regulatory frameworks. Policy uncertainty
results from well-intentioned donor-financed and government-supported programs for supplying inputs. These
programsincludeAgricultural Productivity Investment Program (APIP), Starter Pack Scheme (SPS), input grants
under Kennedy Round 11 (KR-I1), and the Smallholder Farmer Fertilizer Revolving Fund of Maawi (SFFRFM).
By creating uncertainty in the marketplace, these programs tend to discourage private sector investment in input
business. | nadequate human capital (marketing and business skills) and market information restrict the supply of
productsin the marketplace and result in high prices. Thereisgenerally alack of input dealersintherural areas.
The seed and fertilizer markets are largely concentrated in towns and cities and are served by alimited number
of enterprises. High interest rates and stringent collateral requirements coupled with near absence of financial
service providers in rural areas make the availability of finance for business development nearly impossible.
Although the country has laws on seed and fertilizers, the implementation of these laws has been far from
satisfactory. The regulatory agencies are also constrained by the lack of human and financial resources needed
for implementing laws and regulations.

[11. AnAction Plan for Developing Sustainablel nput Supply Systems

In devel oping the Action Plan, the team assessed various options available for supplying agricultural inputsand
concluded that the free market systems should be used to supply inputs to the farmers because these are rela-
tively more efficient and sustainable and do not strain the fiscal resources of the country. Neverthel ess, the team
recognized the fact that although AIMs have been liberalized in Malawi, they are not operating efficiently. To
devel op sustainable supply systems, the liberalized markets must be strengthened by undertaking activitiesin the
areas of policy reform, human capital formation, improved financial services, market information systems(M1S),
and regulatory frameworks (laws related to “truth-in-labeling”). The team recommends that these activities
should be undertaken in a holistic manner so that the synergies of various activities could be captured.

Theteam al so assessed the potential of the private sector in undertaking marketing activitiesin acompetitive
market environment. The team found that the private sector has latent potential to shoulder the responsibility of
marketing of agricultural inputsin an efficient and sustainable manner. However, for this potential to berealized,
constraints affecting their activities need to be removed. In developing the Action Plan, special attention was
paid to the alleviation of these constraints.

The main activities proposed in the Action Plan are identified in the Action Plan Matrix 1 and are briefly
summarized below.

Policy Reform

Overal, the macro policy environment should be conducive to the market development process. Macroeco-
nomic stability and sufficient supply of foreign exchange are essential. It is estimated that Malawi will need
approximately US $65-$80 million/year to import the necessary inputs during the 2001-2005 period. The Gov-
ernment of Malawi (GOM) and donors should ensure through the bal ance-of - payment support that these amounts
are available in the market.

Asexplained earlier, various well-intentioned donor-financed programs and government-supported activities
contribute to creating uncertainty for the private sector involvement in input marketing. Both APIP and SPS are
good programs because they create additional purchasing power with resource-poor farmers. However, their
implementation mechanisms need improvement. Both programs should be implemented through voucher-based
market mechanisms replacing donors and the government international tendering. The GOM should also use
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vouchers to distribute seeds for safety net purposes. Agricultural inputs received under the Japanese KR-11
program should beintegrated with commercial importsthrough transparent auctioning in the country. Counterpart
funds received from such auctions should be used to establish acredit guarantee fund (explained bel ow) for input
dedlers.

The Agricultural Development and Marketing Corporation (ADMARC) had traditionally been a primary
supplier of inputsin the country. However, after liberalization, its market share decreased substantially. In 1999,
ADMARC accounted for lessthan 12% of the fertilizer and 1% of the hybrid maize seed markets. Nevertheless,
ADMARC continues to enjoy certain advantages (e.g., free storage and transportation fleet) in the marketplace.
To provide equal opportunity to al market participants, ADMARC should sell inputs at full cost and remove all
implicit subsidies.

SFFRFM has managed fertilizer buffer stocksin the past. Currently, there are no buffer stocksin the country.
The team carefully assessed the needs for maintaining buffer stocks and concluded that there is no need to
maintain such stocks. The private sector can import the necessary inputs on short notice provided they have
access to finance and market information. Not only will the buffer stocks block scarce resources but also they
will introduce uncertainty in the private sector planning of input supply. Because there isno need to maintain the
buffer stocks, SFFRFM should be privatized.

Human Capital Formation

Skills, knowledge, and information needed to make input markets efficient are inadequate at all levels of the
marketing chain. Importers do not have adequate knowledge about the conditions prevailing in the global input
markets; wholesalers and retailers lack the necessary skills for enterprise management; and most importantly,
there are few independent dealers involved in marketing inputsin rural areas. Even the bankers are not fully
equipped to effectively play their rolein financing theimport and marketing of inputs. The Ministry of Agriculture
and Irrigation (MOAI) and the Malawi Bureau of Standards (MBS) do not have adequate skilled manpower to
implement the enacted laws and regulations and to monitor the quality and quantity of products for “truth-in-
labeling.” Developing the human capital necessary for making input markets perform efficiently constitutesthe
core of the activities recommended in this Action Plan. Thiswill be accomplished by performing the following
activities:
1. Training programsfor dealers (wholesalers and retailers), importers, and bankers.
2. Technical assistance in enterprise development to newly trained dealers.
3. Study toursfor dealers, importers, and bankers.
4. Policy workshop and study tours for policymakers.

To make dealers a dynamic force in the economy, various associations of input traders will be encouraged.
Training and technical assistance for associations will be essential. In addition to devel oping human resources
for competitive markets, training and technical assistance will be needed for building technical capacity in the
seed sector—training for seed growers, capacity for inspection and quality control, and enterprise devel opment.

Improved Financial Services

Finance is the lifeblood of any business activity. Without adequate access and availability of affordable fi-
nance, competitive markets cannot function efficiently. Currently, difficulties in obtaining adequate foreign
exchangeto cover procurements from overseas estimated at about US $65 million/year (and likely to increaseto
US $80 million/year by 2005) are constraining major and new entrant importers alike. If export earnings and
bal ance-of -payment support continue at level s sufficient to ensure the availability of foreign exchangefor usein
procuring annual requirements, further liberalization of the market would generate significant benefits to the
economy. Within the importation and internal market, vertical integration of sales and services by the principal
importersand stringent security/collatera requirementsimposed on al borrowers have prevented the establishment
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of anintermediate cadre of local dealers and tradersin seeds, fertilizers, and CPPs. To foster greater competition
among importers and assist with foreign exchange financing, the team recommends that an Agricultural Inputs
Import Fund (AllF) be established to supplement available foreign exchange used in raising Letters of Credit
(LC) with foreign banks. The Fund will provide guaranteed foreign exchange support up to a maximum of
US $1.0 million per importer per year. In addition, the team recommends that an MK 100 million Agricultural
Inputs Business Development Fund (A1BDF) be established as aloan guarantee fund to cover commercial banks
lending tolocal agricultural inputs deal erg/traders. The provision of specialist training for the senior credit officers
of participating banks and targeted importers and dealers would be a prerequisite for the use of both funds.

Market Information Systems

Information is crucial for the functioning of the market. Dealers and importers need information about local,
regional, and global markets. Because every stakeholder will need the information about prices, stocks, and
availability of inputsin various markets, an M1S should be created and operated by the MOAI or by the Agricul-
tural Policy Research Unit (APRU) under a contract from the MOAI. Adequate collection and analysis of
appropriate market data and information, and their dissemination through media and appropriate publications
should be doneregularly.

Implementation of the Regulatory Frameworks

Malawi has an enacted fertilizer, seed, and pesticide law, and there is a draft bill awaiting enactment to
strengthen the pesticide component of this law. But the implementation of the law currently in effect and its
supporting regulations remain weak due to shortage of manpower and resources. To safeguard the interests of
farmers and to protect the environment and human health, proper implementation of these laws is essential.
Training and technical assistance activities will be needed to strengthen the implementation of laws and to
ensure*“truth-in-labeling.”

Technology Transfer Activities

Although farmers in Malawi are aware of modern inputs such as improved seeds and fertilizers, they lack
sound knowledge of appropriate technol ogies. Because “ seeing isbelieving” works better than any other mecha-
nism, large-scale demonstrations on farmers’ fields for various crops are planned in the Action Plan. These
demonstrations will teach farmers about proper and environmentally sound use of fertilizers, seed, CPPs, and
soil-fertility enhancing practices. These demonstrations could al so be used to promote high-analysis fertilizers.
To aid farmers in estimating fertilizer requirements properly, soil-testing facilities should be developed. This
activity could beimplemented in close collaboration with Sasakawa-Global 2000 (SG 2000) and other nongovern-
mental organizations (NGOs).

Other Input-Specific I ssues

Seed—Specific efforts are required to encourage entry of new small and medium seed enterprises (SMEs) to
import and/or process seeds from domestic production, with particul ar attention to secondary field crops such as
pulses, rice, potatoes, cotton, beans, oilseeds, and others. For many of these crops, seeds are non-hybrid, so that
marketing margins are going to be small and most commercial seed may be sold at 2-2.5 times the grain price.
Local SMEs with low overheads could be competitive in producing and marketing such seeds.

Over thelast decade, government and donors have supported local seed production through small farmersand
estates, but seed from these projects have not been sold by retail outlets. Instead, government projectsand NGOs
have bought and distributed most of this seed outside commercial channels. Hence, despite many good efforts,
seed productionisnot linked to markets and istherefore not sustainable. Efforts should be madeto help potential
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entrepreneurs (scientists, seed farmers, seed growers association, and others) to establish viable seed enter-
prises—buying seed from farmers, packaging it with abrand name, and distributing or selling it to retail outletsfor
farmers to buy. Currently, the United States Agency for International Development (USAID), with lowa State
University and Purdue University, is preparing a project to assist the small seed growers. There is room for
several projects, just as there is room for dozens of new seed companies in the Malawi (and regional) seed
market.

Fertilizer s—Some researchers have concluded that farmers do not need to apply phosphate fertilizers be-
cause the soilsin Malawi arerich in phosphorus (P). However, limited soil tests have indicated that P levels are
generally low in the soils. Hence, if farmers apply asmall quantity of phosphate fertilizers, it is possible that the
P is absorbed by the soil. MOAI should fund research on this crucial aspect of P dynamics, so that the soils of
Malawi do not get completely depleted of P

Malawi has abundant phosphate rock (PR) resources. Because these PRs are of low reactivity, they cannot be
used for direct application. However, PR can be compacted with single superphosphate (SSP) or triple super-
phosphate (TSP) for use in farmers’ fields. Research on the agronomic response of crops to compacted PR
should receive priority in future work.

Malawi’'s heavy dependence on tobacco for export earning is nonstrategic. To promote diversification in
export crops, GOM should consider promoting the use of diammonium phosphate (DAP) for basal dose and
ureafor topdressing for maize cultivation followed by groundnuts or pulses (both of these commaodities seem to
have good export potential). These crops can useresidual P from basal application of DAP and fix their nitrogen
requirements from the atmosphere. The country can benefit from additional export earnings at no additional
nitrogen cost. In sulfur-deficit areas, supplementing the supply of sulfur should be encouraged.

Crop Protection Products—With the uncontrolled status of the Malawi CPP market, it has been estimated
that the country has over 30,633 L and 2.478 million kg of outdated pesticides in stock. Furthermore, several
unapproved compounds, such as Dieldrin, are sold in the market and other products are inappropriately used on
food crops or in various cases of suicides. Consequently, a safe and environmentally sound disposal of the
obsolete stock of pesticides and enforcement of laws and regulations should receive top priority for Malawi.
Similarly, proper monitoring and education are essential to avoid harm to human health and the environment.
Additionally, efforts should be made to (1) promote the use of lesstoxic CPPs; (2) intensify research and exten-
sion on bio-control and integrated pest management (IPM); (3) develop easier, cheaper, and low-risk regulations
for biopesticides; and (4) improve residue testing on food products.

V. Regional Integration

While it is essential that market development activities be promoted in Malawi, input market development
activities should be considered for the subregion consisting of the M-Z-M Triangle (Ma awi-Zambia-M ozambique)
and Zimbabweto derive larger benefitsfrom economies of scal e and harmonization of policies. For example, one
pre-shipment inspection of imported inputs, e.g., fertilizers, at the port of entry should be sufficient for input
movements in these countries. Such a rule can save considerable costs incurred in pre-shipment inspection for
each country and preshi pment inspection of inputsinvolved inintraregional intercountry trade. Likewise, harmo-
nization of policiesfor seeds and CPPs can contribute to efficiency in input marketing. It isrecommended that a
comprehensive study of policiesand rulesand regul ations prevailing in these countries be undertaken to develop
an Action Plan for promoting regional input markets.
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V. Potential Benefitsof theAction Plan

The implementation of the Action Plan will generate several socioeconomic benefits for Malawi. It will
promote food security and environmental protection by lowering the prices of inputs, making inputs easily acces-
sible to farmersin rural areas, and improving access to new production technologies. The contribution of the
Action Plan to foreign exchange earningswill also be significant through crop diversification and increased food
production.

V1. Implementation Arrangements

In implementing the Action Plan, care must be taken to preserve the holistic nature of the proposed measures.
It is recommended that core activities dealing with policy reform, dealer development, and financial services
should be implemented as a project. Other activities could be implemented as subproject activities.

To facilitate the implementation of the Action Plan, a Task Force (TF) consisting of stakeholders from the
private sector, donor community and the government should be created. The TF should have direct accessto the
MOAI and the donor committees on agriculture and food security. The Malawi Agricultural Sector Investment
Programme (MASIP) should coordinate TF's activities and assist in making necessary arrangements for stake-
holders' meetings.
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An Action Plan for Developing
Sustainable Agricultural Input Supply Systems

in Malawi

|. Introduction

Malawi is a landlocked rural
economy dominated by agriculture,
but the productivity of the agricul-
tural sector issolow that nearly one-
half of the population suffers from
chronic food insecurity eveninnor-
mal years. Approximately 70%-80%
of thepopulationisestimated to earn
less than US $0.50/day. Under such
conditions of poverty, food security
at both the household and national
levels can only be ensured through
atwo-pronged approach of market-
based measures and well-targeted
safety net improvements. In both ap-
proaches, the primary focus should
be on enhancing the productivity of
land and labor through the applica-
tion of science and technology em-
bodied in improved seeds, mineral
fertilizers, crop protection products
(CPPs), and other appropriate agro-
nomic and soil fertility-improving
practices.

By 2020 Malawi’s population is
projected to reach 15.2 million. To
feed that population at an adequate
nutritional level, Malawi will have
to produce a minimum of 3.8 mil-
lion mt of grains. This requires the
doubling of grain production during
the 2000-2020 period.

In addition to ensuring food se-
curity, Malawi has to protect and
sustainitsmost important natural re-
source, namely the soilsthat feed the
nation. Currently, harvested crops
remove about 160,000 mt of nutri-
ents per year while 70,000 mt of nu-
trients per year are replaced in the

form of mineral fertilizers. Organic
sources may supply another 15,000-
20,000 mt of nutrients per year.
Thus, thereisanet loss of nutrients
from the soils. Thismining of nutri-
ents must be reversed so that the
soils can be preserved for future
generations.

A greater intensification of the
agricultural production is therefore
indispensable if Malawi is to meet
the imperative of improving food
security, while protecting the envi-
ronment and being competitive in
the regiona and global markets of
agricultural commodities. During
the 1980s, the growth of Ma awi ag-
ricultural production (1.9%) fell sig-
nificantly below that of population
(4.2%). This constituted a sharp de-
terioration in performance com-
pared to the 1970swhen agricultural
production (4.7%) outpaced popu-
lation growth rate (3.1%). While the
performance of the agriculture sector
improved in the 1990s, much of the
growth occurred in the smallholder
sector! through soil nutrient mining
and expansion of area cultivated.?

tJaffee [1997] reports growth rates of 1.8%
for the smallholder agricultural sector in
1980-87, 0.4% in 1987-93, and 7.2% in
1993-96. This substantial improvement isa
sharp contrast from the performance of the
estate sector (4.1% in 1980-87, 8.0% in
1987-93 and 0.3% in 1993-96).

2A significant share of the growth in small-
holder production resulted from increases
inland areathrough (@) crop diversification
away from maize into primarily flue-cured
and burley tobacco, roots, tubers, and le-
gumes; and (b) land conversionin the estate
sector from traditional land to smaller lease-
hold cultivated by smallholder farmers.

Currently, population growth and
density have put tremendous pres-
sure on land, particularly in the
Southern Region® (Map 1). Approxi-
mately 70% of the households cul-
tivatelessthan 1 ha(Table 1). Under
conditions of limited opportunities
for growth based on expansion into
good agricultural landswith limited
unwarranted deforestation, increas-
ing labor and land productivity be-
come essential. The potential for
significant increasesin productivity
in Malawi is high because the cur-
rent level use of modern inputs is
very low. For example, with the ex-
ception of maize, a sustained adop-
tion of improved varieties by
farmersisvery limited, and Malawi
consumed a modest 43 kg of nutri-
ents per hectare of arable land in
1997/98.4

A greater adoption of quality seed
of improved varieties, fertilizers,
and CPPsrequires efficient markets
supported by appropriate govern-
ment policies and facilitating insti-
tutions. In the past, government or
government-owned parastatals di-
rectly imported, distributed, and set
prices for most agricultural inputs.
To the degreethat private firms par-
ticipated in input supply, their ac-
tivitieswere controlled or the firms
werelimited to specific segments of

3The Southern Region includes Machinga,
Blantyre, and Shire Valley; Karonga and
M zuzu constitute the Northern Region; and
Kasungu, Salima, and Lilongwethe Central
Region.

“Thiswasalittle lessthan that in South Af-
rica (47.8 kg/ha), and Zimbabwe (56.4 kg/
ha), but far more than that in Bangladesh
(2.0 kg/ha) and Indonesia (11.1 kg/ha).
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Table 1. Approximate Distribution of Income and Average Land

Holding
Adult Household Estimated .
Equivalent Size 1998 Income Average Landholding
(Income Deciles) (MK/capita) (ha/HH) (ha/capita)
1 5.4 101 0.25 0.05
2 5.5 246 0.46 0.08
3 52 396 0.55 0.11
4 5.2 570 0.65 0.13
5 52 773 0.74 0.14
6 5.1 1,029 0.81 0.16
7 49 1,368 091 0.19
8 49 1,880 1.07 0.21
9 4.5 2,779 1.12 0.24
10 4.2 5,930 1.55 0.37
Average 5.0 1,507 0.79 0.16
Source: World Bank: Malawi—A Safety Net Strategy for the Poor est. Dr aft,
December 1999.

the input market. It was later recog-
nized that the government-
controlled input supply system was
neither efficient nor sustainable.
Though private firms now supply a
large proportion of agricultural in-
puts,® their high cost and unavail-
ability in rural areas continue to be
aconcern. Typically, however, well-
functioning input marketslead to the
timely availability of appropriate
and quality inputs at affordable
prices. In addition, they increase
farmers’ choice of products, and
eventually lead to improvementsin
farmers' knowledge and use of the
inputs as traders develop their
clientele.

1. An Assessment of the
Agricultural Inputs Supply
Systemsin Malawi

The assessment of agricultural
input supply systems reveals that
Malawi has made considerable
progress towards deregulation and
liberalization of the agricultural in-
put supply systems, and the private
sector has played adominant rolein
supplying various inputs in recent
years. Nevertheless, agricultural in-
put markets (AIMs) are not operat-
ing efficiently and farmers do not
have easy accesstoinputsand at af -
fordable prices. Several factorscon-
tinue to constrain the development
of efficient AIMs. Broadly, these
factors can be divided into two
groups, namely, policy issues and
market devel opment-related issues.
This section provides asummary of

SFor example, Chakravarti [1997] reports

that the fertilizer market share of the private
sector increased from 18% in 1994/95 to
49% in 1995/96 and 70% in 1996/97. To-
day, the private sector supplies about 75%
of the total fertilizer used in Malawi.



the assessment findings. Moredetails
arereported inthebackground report.

I1.1. Policy I'ssues

Policy issuesimpacting AlMscan
be divided into two groups:
macropolicy issues and uncertainty
resulting from various well-inten-
tioned donor and government input
distribution programs.

M acropolicy | ssues—Under the
macropolicy group, devaluation of
currency, inadequate supply of for-
eign exchange, high interest rates,
poor rural roads, and physical inse-
curity are critical issues. The 1998
devaluation of Kwacha adversely
affected both input use and supply.
Fertilizer prices increased signifi-
cantly and discouraged fertilizer use.
The uncertainty introduced by the
devaluation of thevalue of currency
also affected investment in input
supply. It is essential that the value
of the currency be stabilized, so that
input imports can be planned with-
out hedging for potential risks. If the
value of Kwacha continuesto depre-
ciate, then input use and supply may
fall precipitously, as happened in
Ghanaand theformer Soviet Union
(FSU) (Figures1 and 2). In contrast
to Bangladesh and China, both
Ghana and FSU have experienced
significant and continuous erosion
of the value of domestic currencies
during the reform period.

In addition to devaluation, the
availability of foreign exchange to
import inputs, especialy fertilizers,
is a constraint because Malawi has
chronic deficits in its balance-of-

SIFDC/DAI/MTL. 2000. “ Developing Sus-
tainable Agricultural Input Supply Systems
in Malawi: Background Information to the
Action Plan.” IFDC Internal Document.
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Figure 1. Fertilizer Use During Economic Reforms. Chinaand the
Former Soviet Union, 1979/80 — 1995/96.

payments account ($200-$300 mil-
lion/year). Ensuring that adequate
foreign exchangeisavailablein the
market each year for usein purchas-
ing annual agricultural input re-
quirements is an essential
prerequisite to both the improve-

ment of food security and the pro-
duction of export crops.

High interest rates of 50%-60%/
year also discourage input use and
supply. Purchasing inputs on loans
costing 50%-60%/year requiresare-
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turn of over 60% in one cropping
season for thisinvestment to be prof-
itable. Therearefew activitiesinthe
crop production sector that canyield
such high returns. Consequently,
every reasonable effort should be
made by the Government of Malawi
(GOM) to reduceinterest ratesto af -
fordable levels.

Poor road networksin rural areas
not only add to the cost of supply-
ing inputs but also discourage de-
velopment of input supply systems
and isolate rural areas from the rest
of the economy. For example, be-
cause of extremely poor road con-
ditions (impassable in the rainy
season) between Karonga and

Chitipa, transporters charge very
high rates for moving inputs be-
tween these two towns. Physical in-
security and armed robberies of
banks and stores further discourage
the development of input supply
networks in rural areas.

Policy-Induced Uncertainty
and Distortions—In addition to
macropolicy issues that adversely
affect the devel opment of input mar-
kets, the uncertainty resulting from
well-intentioned donor and govern-
ment programs al so discouragesin-
vestment ininput markets. Under the
Agricultural Productivity Invest-
ment Program (APIP) and Starter
Pack Scheme (SPS), donorsand the
government procure inputs through
international tendering. Such tender-
ing introduces an element of uncer-
tainty by risking the investment
made in inputs supply if nationals
fail to win the tender.

Similarly, inputs received under
the Kennedy Round Il (KR-I1) from
Japan are sold by state-owned en-
terprise (SOE) (Small Farmers Fer-
tilizer Revolving Fund of Malawi
[SFFRFM]) at two-thirds of thefree-
on-board (f.0.b.) price in the coun-
try of origin. Such arrangements
introduce an implicit subsidy of
30%-40% with which the private
sector dealers cannot compete. The
KR-I1 input supplies help the coun-
try inreducing foreign exchangere-
guirementsfor imports of inputs, but
their current management is not
compatible with competitive mar-
kets. These programswere designed
when SOEs used to have a mo-
nopoly in input distribution and in-
put prices were highly subsidized.
Because they no longer have a mo-
nopoly ininput distribution, thereis



a need to develop mechanisms to
integrate KR-Il imports with com-
mercial imports. Similarly, inputs
distributed by the SFFRFM and
Agricultural Development and Mar-
keting Corporation (ADMARC)
should be commercialized, as ex-
plained in Section I1.4.

Market Development |ssues—
The market development-related is-
sues consist of policy-induced
uncertainty and distortions, inad-
equate human capital and market in-
formation, lack of affordable
finance, and poor implementation of
regulatory frameworks. As ex-
plained earlier, uncertainty and price
distortions result from well-inten-
tioned donor-financed and govern-
ment-supported programs for
supplying inputs. Inadequate human
capital (marketing and business
skills) and market information with
the enterprises involved in input
supply restrict the supply of prod-
ucts in the marketplace and result
in high prices. Thereis generally a
lack of input dealersin therural ar-
eas. The seed and fertilizer markets
are largely concentrated in towns
and cities and are served by a lim-
ited number of enterprises. Highin-
terest rates and stringent collateral
requirements coupled with near ab-
sence of financial service providers
in rural areas make the availability
of financefor business devel opment
nearly impossible. Although the
country has enacted laws on seed
and fertilizers, the implementation
of these laws has been far from sat-
isfactory. The regulatory agencies
are also constrained by the lack of
human and financial resources
needed for implementing laws and
regulations. Sections I1.2 and 1.5
provide further details on these and
other technical issues related to fi-
nancia servicesand seed, fertilizer,
and CPP markets.

I1.2. Financial Support Services

Financial Institutions—Thein-
stitutional landscape of the Malawi
financial sector dealing with agricul-
tural inputs has expanded tremen-
dously over the years. Prior to the
startup of the liberalization process,
principally two main commercial
banks served the agricultural inputs
trading sector: the National Bank of
Maawi (NBM), and the Commer-
cia Bank of Malawi Ltd. (CBM).
In addition, the merchant banking
arms of the Finance Corporation of
Maawi Ltd. (FCM) and Indebank
Financial Services Ltd. (IFS) pro-
vided limited creditsfor agricultural
inputstrade. The commercial banks
also financed agricultural produc-
tion in the estate sector, while the
GOM Smallholders’ Agricultural
Credit Administration (SACA) ser-
viced smallholders.

By April 2000 the financial ser-
viceshad expanded toinclude seven
commercial and merchant banks
(NBM, CBM, FCM, IFS, First Mer-
chant Bank Ltd. [FMB], Finance
Bank Maawi Ltd. [FBM], and Loita
Investment Bank Ltd. [LIB]); four
development financial institutions
(DFIs) (the Investment and Devel-
opment Bank of Malawi
[INDEBANK], the Investment and
Development Fund of Malawi
[INDEFUND], the Small Enterprise
Development Organization of
Malawi [SEDOM], and the Malawi
Rural Finance Corporation
[MRFC], which took over from
SACA in1994); and two savingsin-
stitutions (Malawi Savings Bank
[MSB] and the Malawi Union of
Savings and Credit Co-Operatives
Limited [MUSCCQ]).

Besides the abovementioned in-
stitutions, the GOM operates one
non-financial service, the Develop-

ment of Malawian Enterprises Trust
(DEMAT), targeted principally at
assisting micro- and small enterprise
development. In addition, in 1997
the European Union (EU) in con-
junction with GOM established a
new national credit project (APIP)
to provide credit-in-kind as seed and
fertilizer for smallholder food crop
production principally in support of
efforts to improve national and
household food security. In 1998 this
program was complemented by the
establishment of the private sector/
GOM Agricultural Inputs Credit
Fund (AICF) scheme, which began
providing specialist credit-in-kind
services to the tobacco sector. Both
schemes are in the process of being
redesigned to enable them to oper-
ate as fully sustainable programs.

A significant GOM/donor/private
sector initiative is currently under-
way to regulate, develop, and ex-
pand the micro-finance subsector on
asustainable basis. A Microfinance
Task Force has been set up and has
aready established the necessary
legal environment and regulatory
framework for practitioners. Legis-
lationiscurrently awaiting Presiden-
tial assent. A number of international
nongovernmental organizations
(NGOs) are active within the
subsector although they provide
credit mostly for petty trading and
processing activities in urban and
peri-urban areas.

Interest Rates—Annuaized in-
flation to March 2000 averaged
30.6%. In May 2000 the Bank Rate
was fixed at 47% and the Interbank
Rate at 24%. Commercial bank cost
of funds averaged 15%-19% derived
from current accounts yielding 0%
and savings account and term de-
posit rates of 31%-36%. Lending
rates among commercial banksvar-



ied from prime at 48%t0 54%. Mer-
chant banks were offering letters of
credit (LCs) syndicated through in-
ternational banks at London Inter-
Bank Offered Rate (LIBOR) plus
3.5%-4%. Most DFIscharged 47%-
53% onlocal currency lending with
the exception of SEDOM and the
primary NGOs. These two institu-
tions use the straight-line method of
interest calculation on the baserate,
thereby effectively charging 86%-
90%l/year. Interest rates charged
under APIP on smallholder food
crop production lending were sub-
sidized at 0%-40%, depending on
the implementing agency.

Sectorial Distribution of Bank
L ending—Since 1995 the commer-
cial and merchant banks have been
expanding their servicesto the non-
agricultural sectors while reducing
their lending to agriculture. Thisis
adirect result of worsening default
levelsin the sector’ caused by (1) a
worrying level of willful default,
(2) falling profitability of produc-
tion systems due to the increasing
costs of inputs and continuing high
interest rates, and (3) investmentsin
risk-free, lower cost management
and high yield treasury bills and
government bonds. For example, in
May 2000, Treasury bill and gov-
ernment bond posted yields were
91 days—49.47%, 182 days—
74.57%, and 281 days—73.6%, re-
spectively. To restrict excessive

"Default levelsin all banks on overall port-
folio are within 5%, while those in the agri-
cultural sector vary from 5% to 15%.
Recovery rates within the public sector in-
stitutions and special credit schemes are a
source of concern. APIP has maintained
71%-74% loan recovery, while at MRFC
loan recovery has fallen from 89% to 77%
over the 3 years from 1996/97 to 1998/99.
No program can be sustained with such high
default rates.

GOM borrowing and bank invest-
ment in GOM paper, the Reserve
Bank of Malawi (RBM) requiresall
commercia banks to lodge 35% of
all depositsinthe Liquidity Reserve
Requirement (LRR) at 0% interest.
Thus, commercial banks' invest-
ment in treasury bills is crowding
out private traders from the finan-
cial market.

Availability of Finance for Ag-
ricultural Input Trading®—Accu-
rate figures on lending by financial
institutionsto the agricultural inputs
trading sector are not separately re-
corded. However, Table 2 provides
an indicative estimate of financial
institutions’ lending by category of
traders.

Table 2 indicates that financial
institutions’ lending has been domi-
nated by support to the primary im-
porters. During the period 1997/98
to 1999/2000, small- and medium-
sized traders received only 16%-
21% of thetotal credit disbursement
toagricultural input traders. Table 3
indicates that during the same pe-
riod, a clear trend is developing
within the agricultural production
sector with public sector institutions
lending more to both estate and
smallholder sectors each year than
commercial banks.

Development Potential and
Principal Constraints—Many of
the essential elements necessary for
the development of awell-function-
ing formal financial sector already

8l ssues related to credit for crop production
are not covered in this report. However, for
detailsonfarm credit issues, interested read-
ersarereferred to arecent EU-funded study
entitled “Malawi: Redesign of the Agricul-
tural Productivity Investment Programme,”
draft report, Réseau Européan de Sécurité
Alimentaire (RESAL), February 2000.

exist within the economy including
(1) government and donor commit-
mentsto promote market liberaliza-
tion, introduce greater privatization
within the commercial banking and
DFI subsectors, and coordinate the
development of the microfinance
services and (2) the ongoing rede-
signof APIPasapotentially sustain-
able public/private partnership.
Despite these advantages, the expan-
sion of agricultural input and agri-
cultural production credit servicesis
significantly affected by a number
of constraints that either limit lend-
ing ingtitutions' ability to provide
credit to traders or discourage trad-
ers from applying for credit.

* Foreign exchange purchase regu-
lations that prevent importers
from immediately rebuying for-
eign exchange using Malawi
Kwacha (MK) generated from
sales of inputs previously bought
with foreign exchange in the pre-
Vvious season.

e The limited capital bases of the
existing commercia and merchant
banks (less than MK 1.6 billion)
whose internationally instituted
prudential limitson lending toin-
dividual borrowers and total for-
eign exchange exposure prevent
them from lending to cover more
than 13% of national annual agri-
cultural input requirements.

» High interest rates limiting de-
mand in all sectors and particu-
larly in rainfed agriculture.

o Willful default by farmers/bor-
rowers. This is facilitated by the
absence of anational identity card
mechanism?® and is often encour-

°The absence of a national identification
card alows a significant proportion of bor-
rowers to fraudulently obtain loans either
under different names or simultaneously
with more than one lender.



Table 2. Preliminary Estimates of the Levels of Credit Uptakes (MK million) by Agricultural Input Traders in 1997/98-

1999/2000
Commercial Banks and

Type of Fertilizer Merchant Banks INDEFUND SEDOM/DEMAT MRFC Total

Trader 1997/98 | 1998/99 [1999/00| 1997/98 [1998/99[1999/00|1957/98] 1998/99]1999/00| 1997/98[1998/99] 199972000 | 1957/98] 1998/99 | 1999/2000
Main Importers 500 | 1,100 | 1,296 0 0[] 0 0 [0 0 0 [0 0 500.0 [ 1,100.0 | 1,296
Commodity Traders | 30 90 | 120 0 0] 0 0 | 0 0 0 |0 0 300 | 900 | 1200
,Srmaw"d‘“m 110 260 | 250 | 18 18 | 18 10 | 20 | © 80 | 80 60 | 137.0| 2880 | 2740
raders
Petty Traders 0 0 0 0 0 0 02 | 02 02 | o1 | 01 0.1 0.3 0.3 03
Total 640 | 1450 | 1,666 | 18 18 | 18 12 | 22 02 | 81 | 81 61 | 6673 | 1,4783 | 1,690.3

Source: Research team interviews with staff at the institutions and review of reports.

Table 3. Preliminary Estimates of the Levels of Credit Uptakes (MK million) by Agricultural Producers, 1997/98-1999/2000

Smaltholders Estates ‘ Total
Lending Institution 1997/98 1998/99 1999/2000 1997/98 1998/99 1999/00 1997/98 1998/99 1999/2000
Commercial Banks 95.0 75.0 55.0 17,000 15,000 11,000 17,095.0 15,075.0 11,055.0
MRFC 204.7 547.1 418.7
APIP 146.3 546.7 472.3 0 0 0 146.3 546.7 472.3
AICF 0 121.0 115.2
NGOs 0.5 2.0 3.0 0 0 0 0.5 20 3.0
Total 17,446.5 16,291.8 12,064.0

Source: Research team interviews with staff at the institutions and review of reports.




aged by local paliticians, and the
absence of effective resort to the
courts.

» The imposition of collateral re-
quirements valued well in excess
of loan amounts.

* Poor geographic outreach of com-
mercial bank and DFI services
whose outlets are centered prin-
cipaly in the urban areas.

» The separate operation of single-
service DFIs (MSB for savings,
SEDOM for nonagricultural en-
terprise development loans, and
MRFC for small enterprise and
agricultural production loans) un-
ableto provide afull spectrum of
savings and credit services.

» Absence of secure repositories of
cash obtained from input sales at
the rural trading area and village
level necessitating regular collec-
tion and transfer to urban bank
outlets of major sales receipts.

» The continuing inability of the
GOM to rationalize the mecha
nisms under which the Tobacco
Control Commission (TCC) and
Auction Holdings Ltd. (AHL) al-
low single producersto hold both
intermediate buyer licenses and
AHL accounts, and thereby
fraudulently market tobacco
through alternative accounts to
circumvent the tobacco stop order
loan repayment system.

[1.3. The Seed Market

Market Size—In recent years,
Malawi’s farmers have relied on
commercial seed for about 25%-
40% of maize planted area, al of
cotton and tobacco planted area,
most of the nut and coffee area, and
smaller shares of areas planted to
vegetables and minor field crops.
Overall, the seed market (including
government procurement and distri-
bution) comesto about US $18-$20
million in recent years, with the

lower amount indicating what the
market would be without govern-
ment and donor programsfor subsi-
dized inputs distribution.

Seed Companies—Reforms in
1996 removed controlson Malawi’s
seed trade, allowing new entry for
seed companies and varieties (ex-
cept hybrid maize, hybrid sunflower,
and tobacco). Over the4 yearssince
these reforms, seed companies in
Malawi have devel oped networksto
sell seedsthrough almost 1,000 out-
lets throughout the country, and a
number of new companies have en-
tered the market for one or more
crops. With new companies selling
through private stores, ADMARC's
share of Malawi’stotal seed market
(including smallholders and estates)
fell from about 90% in the early
1990sto only about 1%-2%in 1999.

However, despite reformsgovern-
ment hasremained heavily involved
in Malawi’s seed market through a
series of ad hoc donor-funded pro-
gramsto buy and distribute seed for
a succession of in-kind credit and
relief programs. As of 1998 and
1999, in-kind credit and relief pro-
grams have accounted for more than
80% of the commercial seed mar-
ket. Currently, the two most promi-
nent government and donor
programsin Malawi’sseed trade are
APIP and SPS as explained earlier.

Supply Sources by Crop—
Malawi’'s seed sector may be con-
sidered according to submarkets,
some of which are more devel oped
than others. In Malawi, as in most
countriesintheregion, hybrid maize
isthe largest proportion of national
seed consumption, accounting in
recent yearsfor roughly US$13 mil-
lion in annual sales. There are at

least four companies in the market,
including the National Seed Com-
pany of Malawi (NSCM) and
Pannar (both of which produce seed
in Malawi), Zamseed, and Seed
Company of Zimbabwe (SEEDCO).
The government research station at
Chitedze breeds hybrid maize and
currently has the most popular hy-
brid in the market (MH18). How-
ever, private hybrids can be
expected to dominate in the future.
More companies (e.g., Pioneer and
BioSeed) may also enter the Malawi
market, licensing local partners or
simply shipping seed in for local
sale.

The second largest seed market is
for horticultural crops, including
vegetables, fruit and nut trees, and
others. In vegetabl e seed, two com-
panies from South Africa currently
share most of the market—Mayford
has dominated Maawi’s vegetable
seed market for many years and
Starke-Ayres entered (along with
Pannar) over the last several years.
Other companies with some sales
include Press and Cheetah for pa-
prika. Government and at least one
project (with money and technical
assistance from Taiwan) also pro-
duce and distribute (through agricul -
tural development divisions
[ADDg], at no cost to farmers, and
outside market channels) some veg-
etable seed. For fruit and nut trees,
farmers can get seed from various
sources, including the Bvumbve Re-
search Station, Coffee Research Sta-
tion, Tea Research Station, and
various projects, estates, etc. With
one exception (Sensako, which
ownsMayford), none of the primary
vegetable seed companies in the
world are represented in Malawi.
Over the next severa years, we can
expect that seeds from these com-



panies—and from Indian companies
that are strong in vegetables—will
find partnersto market their seed in
Malawi.

For field crops other than maize,
seed marketsare devel oping for sev-
eral crops. The Agricultural Re-
search and Extension Trust (ARET)
has begun to compete with NSCM
for tobacco seed. Cargill has begun
to introduce new varieties of cotton
from Deltapine along withimproved
seed treatment, competing with
Malawi’s old cotton varieties that
are available through ADMARC.

For many other cash and food
crops—open-pollinated varieties
(OPVs) of maize, groundnuts, pi-
geon pess, cowpess, beans, soybean,
rice—variousgovernment and NGO
relief and development projects
have been responsible for almost
100% of seed distribution over the
last 5 years. Aside from distribution
of project-linked seed that is unpre-
dictable, farmersdo not see depend-
able and competitive supplies of
commercial seedinrural stores. For
al of these crops, farmers have a
limited choice of improved variet-
ies, most of which have been re-
leased through Malawi’s public
research institutes. Some evidence
suggests that commercial supply
will emerge when government stops
distributing free seed. For soybeans,
for example, SEEDCO is currently
testing varieties for introduction. A
private businessman in Namadze
currently arranges seed production
for pigeonpea, beans, and ground-
nuts for sale through local stores.
Also, seed companiesin Zimbabwe
and Zambia currently produce and
market seeds for groundnut, millet,
sorghum, pulses, and other crops,
and could without much additional

expense extend salesinto Malawi if
seed policies and practices are
harmonized.

Regulatory Framework—
Malawi’s seed law and regula-
tions,1° with key features dating
from 1996, is suitable in most re-
spects for development of a com-
petitive industry and trade well
linked to regional and world mar-
kets. Significant features of seeds
legidationinclude: (1) private com-
panies allowed to introduce new
varieties without government ap-
proval for all crops except hybrid
maize, hybrid sunflower, and to-
bacco; (2) voluntary seed certifica-
tionfor seedsof all crops except the
samethree; (3) all commercial seeds
must meet minimum quality stan-
dards and pass official |aboratory
tests; (4) truth-in-labeling; (5) im-
port controls limited to phyto-
sanitary concerns only; and (6) no
regquirement to license seed import,
processing, or trade activities with
the Ministry of Agricultureand Irri-
gation (MOAI). Working within
theseregulations, Seed Serviceshas
been arranging laboratory tests for
seed quality for all seed producers,
including small farmers.

The Seed Services laboratory at
Chitezde is accredited with the In-
ternational Seed Trade Association
(ISTA) and is therefore authorized
to issue ISTA Orange International

The following Acts and Regulations
providethelegal and regulatory frame-
work for all aspects of fertilizer, seed,
and pesticide marketingin Malawi: The
1986 Fertilizers, Farm Feeds and Rem-
edies Act; the 1986 Fertilizers, Farm
Feeds and Remedies (Remedies) Regu-
lations; and the 1996 Fertilizers, Farm
Feeds and Remedies (Amendment) Act.

Certificates, which many countries
ask for with imported commercial
seed. Several laboratories at
Bvumbve and Chitezde issue
phytosanitary certificates for seed
exports and also test imported seed
for pathogens (based on spot-check
sampling of seed imports). How-
ever, phytosanitary controls on veg-
etative matter entering Malawi,
including seeds, are not fully
enforced.

Main Constraints—Thefollow-
ing are the main constraints affect-
ing the development of the seed
market in Malawi.

1. Government/donor seed purchase
on tender for distribution through
give-away (safety net) and credit
programs makes it difficult for
major companies to plan domes-
tic production.

2. The MOAI’s controls on intro-
duction of maize hybrids and in-
troduction of new varieties for
other cropsrestrict their availabil-
ity in the market.

3. Low output and high input prices
act as disincentives to seed mar-
ket development.

4. Weak entrepreneurs and dealer
knowledge about seed industry
options.

5. Weak farmers’ knowledge about
crops and variety options.

I1.4. TheFertilizer Market
National Fertilizer Consump-
tion—Minerdl fertilizerswereintro-
duced in Maawi in the 1960s. In
1964 the national consumption was
4,850 mt of nutrient (Figure 3). By
1999 Malawi’s fertilizer consump-
tion had increased to an estimated
191,650 mt of products (74,910 mt
of nutrient) valued at 2.683 billion
MK. Between 1964 and 1990, the
average growth ratein fertilizer use
was 8.8%/year. However, in the last



decade, thisgrowth ratefell to 1.3%/
year, largely as aresult of the mas-
sive devaluation of the Malawian
Kwacha, removal of subsidy, andthe
higher level of international prices
(in the recent past international
priceshave decreased significantly).

Use by Crop—Fertilizer is
mainly used on maize (staple food
grown on over 1.3 million ha) and
tobacco (only major cash crop
grown on over 105,000 ha). Use on
other crops like groundnuts, rice,
pulses, cotton, and cassavaisinsig-
nificant. Since there is only one
cropping season (i.e., rainy seasorn—
October to April), fertilizer con-
sumption is concentrated in 3-4
months (October-January). Small-
holder fertilizer useisabout 75% of
the nationa level. Although fertil-
izer consumption in the estate sec-
tor has increased, its share of the
national market is on the decline.

Intensity of Use—Nutrient useis
estimated to be about 43 kg/ha of

arableland in 1999/2000. However,
thisfigureis much lower if the area
under permanent cropsisalso taken
into consideration. In most cases,
farmers use less fertilizer than rec-
ommended.™ As a result, Malawi
soils are continuously mined for
nutrients. This continuous soil nu-
trient depletion accounts in part for
the low yields recorded in Malawi
(yield gaps average 48%-75%).

Multiplicity of Products—For a
relatively small size market, there
are far too many productsin usein
Malawi. Some of these productsare
low-analysis fertilizers with minor
variation in contents. The nutrients
in these low-analysis products are
more expensive than those in

1 For example, for hybrid maizethe general
recommendation isto use 87 kg or 2x50-kg
bags of DAP/ha for basal application, and
175 kg or 4x50-kg bags of urea’ha for
topdressing. However, farmers generally
report using half of this amount or less.
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straight high-analysis fertilizers.12
The main fertilizers in use are
23:21:0 + 4S, calcium ammonium
nitrate (CAN), urea, compound D,
ammonium sulfate (AS), and
monoammonium phosphate (MOP).
There are about 20 other products
that are also available.

PriceTrend and Profitability—
Fertilizer pricesincreased sharply in
Malawi after devaluation. However,
the current (1999) ratio of fertilizer
price to the market price of maize
(4.6) is only dlightly lower than its
1988 value (4.8). In other words,
whilein 1988, 4.8 kg of maize was
needed to buy 1 kg nutrient in urea,
4.6 kg of maize was needed to buy
the same quantity of nutrients in
1999. The value:cost ratio (VCR)
from the use of fertilizer on maize
is a reasonable 2.24. This estimate
is based on a nitrogen response of
20 kg of grain/ha,’3 using the com-
mon application practice of two bags
of ureaand one bag of diammonium
phosphate (DAP)/ha, the current
market price of ureasl/ DAP, and pro-
ducer price of maize. For cash crops
like tobacco and sugarcane, the
VCR is even better.

Product Pricing—To alarge ex-
tent, all fertilizer-trading companies
in Malawi, both in the public and
private sectors, follow a pan-
territorial pricing policy. There are
minor differencesin pricesfromlo-
cation to location, but these do not

2For example, nutrientsfrom the much-used
product 23-21-0 + 4S and compound D are
20% and 40% more expensive than the cor-
responding cost of nutrients when derived
from high-analysis fertilizers (urea and
DAP).

®Response of hybrid maizeto 1 kg of nitro-
gen has previously been estimated to be 20-
50 kg of additional grain/haat different rates
of N application.



necessarily reflect the higher trans-
port or other distribution costs. The
additional freight costisreflectedin
prices only in a few locations that
are not easily accessible, like
Chitipa. Whilethereisno collusion,
being an oligopoly situation, orga-
nizations follow each other closely
in prices. However, thereisevidence
of competitive pressures leading to
changes in prices, but there is no
strong competition because compa:
nies make only limited effort in
marketing their products by reach-
ing out to the farmers with promo-
tional strategies. With few
exceptions the company or product
image is not promoted with trade-
marks and logos.

Product Sourcing and Suppli-
er s—In the pagt, fertilizer products
were largely imported from manu-
facturersin South Africathrough the
land route on adelivered basisin 50-
kg bags. However, this involved
transporting product over 3,500 km
on land, thereby adding consider-
ably to marketing cost. As a result,
in the last few years, supplies from
the international markets are in-
creasingly using the Beira (807 km
from Blantyre) and Nacala (649 km)
ports in Mozambique and
Dar es Salaam (1,979 km) in Tanza-
nia. From these ports products are
transported by rail or road. While
this has helped in lowering market-
ing costs, fertilizer pricesin Malawi
remain high duetoinsufficient link-
ageswith international markets, till
high transport costs, high risks, and
limited competitive pressures.

There arefive main organizations
that together hold over 90% of the
market. Two of these organizations
are parastatals—ADMARC and
SFFRFM. The other three organiza-

tions are in the private sector—
Norsk Hydro Malawi Limited
(NHML), Farmers World, and
Agora—Farmers World and Agora
are closely associated. In addition,
there are many other importers/mar-
keterswho arein the market and are
exploring waysto expand their busi-
ness. The previously incorporated
Optichem went out of business in
1998. A new organization in the pri-
vate sector hastaken over this com-
pany and will commence operations
in 2000 under the name of Optichem
2000 Limited.

Private Sector Participation—
Over the years, the private sector
market share has increased at the
national level and in both sales to
the smallholder farmers and the es-
tates. The private sector now ac-
counts for over 75% of fertilizer
supplies in Malawi. ADMARC,
which had amonopoly until thelate
1980s, now accounts for 10%-12%
of the market. Government/donor
tendersfor the Starter Pack and APIP
Programs account for the rest of the
market.

Market Outreach—There are
over 1,000 fertilizer retail outletsin
the field, but these outlets are con-
centrated in the main towns. Almost
all these outlets are company stores
run by managers, and many stock
groceries and other domestic sup-
plies in addition to agricultural in-
puts. There is an almost total
absence of the independent, local
fertilizer dealer. Therefore, despite
the existence of numerousfertilizer
retail outlets, rural areasarenot fully
covered and farmers have to travel
from 10 to 50 km to buy fertilizers.

Policy Environment—The de-

regulation and liberalization of the
fertilizer market in Malawi started
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in 1990/91 when the private sector
was alowed to import and sell fer-
tilizersupon acquisition of alicense.
This process was completed in
1994/95 with the removal of subsi-
dies and price controls. Currently,
to import and market any type of
fertilizer anywhere in Malawi, any
private individual or firm is only
required to go through asimplereg-
istration process. Butin practicethis
requirement ishardly enforced. Itis
also a stated government policy to
eventually privatize the parastatals,
and effortstowards thisend are still
in progress. The private sector has
responded very well to these initia-
tives and in 9 years there are now
four companies who have been in
business for several years and more
than five (both large and small) who
are quite keen to enter the business.
However, since the parastatals are
till in operation and there are fre-
guent interventionsin the market in
the form of distribution of free fer-
tilizers and seed, this creates uncer-
tainty for private investment as
explained in Section 11.1.

Regulatory Framework—Sig-
nificant features of current regula-
tionsinclude: (1) private companies
allowed to introduce new com-
pounds and compositions as they
wish but must register them with the
MOAI, (2) truth-in-labeling, and
(3) no requirement to license fertil-
izer import or trade activities with
MOAI. All imported fertilizers are
tested either through preshipment
inspection in the exporting country
or by the Malawi Bureau of Stan-
dards (MBS) after import. The cost
for this service is 1% of import
value. In practice, thisregulation is
not fully enforced (e.g., there is no
control for truth-in-labeling).



Market Constraints—The
Malawi fertilizer market has been
stagnant in therecent years. Discus-
sions with key playersin the fertil-
izer business revealed that there is
potential in the market to grow to a
level of 500,000 mt or moreinafew
years. However, this market may
continue to stagnate if the con-
straints identified below are not re-
moved. These constraints are in
addition to those identified earlier
in the policy and finance sections.

» Thelinkage with theinternational
fertilizer market and importers
business skills and knowledge on
how these markets operate is
limited.

» Malawi, being alandlocked coun-
try, isdependent on portsin neigh-
boring countries for arranging its
imports. These ports do not have
good facilities for unloading and
bagging operations.

e The rural road network is poor.
Heavy freight trucks can reach
destinationsintherural areaswith
difficulty and agood deal of wear.
Thisisreflected in the unusually
hightruck freight ratesin Malawi.

» Thereis no systematic system of
collecting and disseminating local
and international fertilizer market
information. Without reliable
data, market planning or decision
making becomes difficult.

» There is no monitoring for truth-
in-labeling onimported fertilizers
or fertilizers sold in the domestic
market to ensure that farmers get
the correct quantity and quality for
which they paid.

» Thetotal Malawi fertilizer market
sizeissmall. Asaresult, fertilizer
importsin Malawi come in small
shipments, and this increases
product prices and freight costs.

 Limited farmers knowledge about
proper and balanced use of fertil-
izers, aswell as the economics of
fertilizer use and the accompanied
input package (use of organic and
inorganic material, quantity and
timing of fertilizer application,
etc). This is exacerbated by the
multiplicity of products in the
market.

I1.5. The Crop Protection
Product Market

Market Size—Asamatter of na-
tional policy, the guide to agricul-
tural production in Malawi
advocatesthe use of chemical CPPs
only when it is difficult to control
pests using aternative methods. But
in practice Malawi has a long his-
tory of almost exclusive use of
chemical pesticidesto control awide
array of pestsin agriculture and pub-
lic health. Thereareno reliable data
on CPP use, particularly in the
smallholder sector. Nevertheless,
many in the industry estimate the
total pesticide market in Malawi to
be roughly US $10 million at the
import level. While there has not
been much growth inthe size of this
market in dollar terms, the potential
is higher.

Use by Product Type—For the
year 1998/99, insecticides and
nematicides accounted for the larg-
est share of the CPP market (67.5%).
Both migratory and perennial pest
outbreaks influence the quantity of
insecticides used. Their control has
been the sole responsibility of the
government through donor-funded
donations. Fungicides and herbi-
cides accounted for 20% and 11%
of the market, respectively. The
other CPPs include chemicals such
as plant growth regulators,
sacarides, root hormones, and pub-
lic health products.
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Use by Crop—CPPs in Malawi
are predominantly used on high-
value cash crops, particularly onto-
bacco (30%), coffee (21%), cotton
(15%), and sugarcane (14%). CPPs
are only marginally used on tea
(4%), macadamia (4%), maize (2%),
paprika (2%), and rubber (2%).
However for the 1999/2000 crop-
ping season, the proportion of CPPs
used on maize increased slightly.
The predominant use of CPPs on
cash crops has some spillover effects
on food cropsthrough the avail abil-
ity of chemical and application
equipment and the issuing general
familiarity with the technology and
its effectiveness.

Use by Farming Sector—Most
of the CPPssold in Malawi are used
in the estate sector and only about
5% is used by smallholder farm-
ers.* Insecticides account for about
80% of smallholder farmers CPP
use, with the rest being fungicides.
The limited use of CPPs in small-
holder farming suggests that their
biggest market growth area in
Malawi is the smallholder sector.
However, itisasothemost challeng-
ing oneto service.

Key Organizations—With the
exception of donations on emer-
gency campaignsto face outbreaks,

“However, it isimportant to recognize that

the grouping of farmers in smallholder and
estate farmers is currently misleading in
Malawi. During the 1980s and early 1990s,
many “smallholder” estates registered to
grow tobacco. In addition, on many estates
smallholder farmersgrew tobacco astenants.
Finally, when the government allowed small-
holder farmers to produce and sell burley
tobacco (early 1990s amendment of the Spe-
cia Crops Act), smallholder management
became responsible for an even larger share
of thetobacco crop. Consequently, to say that
only 5% of smallholders used CPPs is
dlightly misleading.



the private sector supplies most of
the CPPs used in Malawi. These
come in through direct bulk impor-
tation of ready-to-use formulations,
mostly from South Africa or Zim-
babwe where the main companiesin
the country have their parent com-
panies. Few companiesrepack prod-
ucts to suit individual needs
(ADMARC, Agricultural Trading
Company (ATC), and Chemicals
and Marketing Co. Ltd).

Currently, one SOE (ADMARC)
and three private companies (Rhone
Poulenc Malawi, Farmers Organi-
zation, and Chemicals and Market-
ing Co. Ltd.) arethe mainimporters
and distributors of CPPsin Malawi
on acommercia basis. The private
companies sell their products from
their premises or through a number
of wholesale stores distributed
throughout the country in the main
towns. In most cases, these stores
sell these inputs as a side business
and thereby do not promote their
marketing. The private companies
have not devel oped asystem of deal -
ers with the potential of reaching
farmers in rural areas. Typically,
these companies do not offer any
special credit facility except for the
normal 30-day facility. These main
commercial companiesare grouped
into an association called the Pesti-
cides Suppliers Association of
Malawi (PSAM). Theassociationis
a member of the Global Crop Pro-
tection Federation (GCPF) and was
instrumental in drafting the new
Pesticide Bill that the Parliament is
likely to ratify in the near future.

Besides the commercial compa-
nies, there are a number of large
holders or farmer organizationsthat
directly import CPPs for their own
use or occasionally source them lo-

caly. Theseinclude Farmers Coop-
erative; Sugar Estates at Sucomaand
Dwangwa; the Dwangwa Cane
Growers, Ltd.; Press Agriculture;
Sable Farming Company, Limited;
Kawalazi Estate, Ltd.; and Zikomo
Flowers, Ltd. In addition, the gov-
ernment is an active participant in
the CPP market through in-kind
donor-financed donations, particu-
larly fromthe KR-I1 program (20%-
25% of the national CPP market).

Institutional Support—The
CPPs institutional support includes
anumber of research units, crop spe-
cific associations,*®* MRFC, the
MBS, and the Agricultural Exten-
sion Service of the MOAL. In prac-
tice, however, the MBS is not
playingitscritical role(e.g., control
for truth-in-labeling and residue test-
ing on food products) in the devel-
opment of the industry. Similarly,
the extension service has limited
knowledge about CPPs and their
proper use. Finally, there is no in-
stitution or organization generating
and disseminating market informa-
tion and safe use of CPPs.

Regulatory Framewor k—Com-
pared with seed and fertilizers, adis-
tinctive characteristic of the CPP
market is the lack of an institution
to enforce the existing legal and
regulatory frameworks. Conse-
guently, there exists a significant
informal and unrecorded CPP mar-
ket. Persistent organo-chlorine com-
pounds such as dieldrin, which are
not approved for sale, are sold in
Malawi. CPPsare being inappropri-

5Theseinclude the Tobacco Association of
Malawi (TAMA), the Paprika Association
of Malawi, the National Association of
Smallholder Farmers of Malawi
(NASFAM), TCC, and the Tobacco Ex-
porter Association of Malawi.
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ately used on food crops (misappli-
cation, overdosing, lack of safety
precaution and equipment during
application procedure), in various
suicide cases (e.g., temic), and for
hunting mice for human consump-
tion (e.g., temic). Low standard stor-
age management, inadequate
facilities (e.g., inadequate ventila-
tion), and the availability of pesti-
cides in unlabeled containers or in
similarly labeled containers sold by
different companies are a concern.
These conditions not only limit ac-
countability and ruin the reputation
of companies but also compromise
farmers' health because they in-
creaserisk of residue buildup in the
food chain, contamination of drink-
ing water, and buildup of pesticide
resistance (e.g., recorded resistance
on tomato from the use of
dimethrine).

Furthermore, in a recent survey
covering the southern and part of the
central (Lilongwe and Salima dis-
tricts) regions, Daudi et al. (1999)
report that there are substantial
amounts of obsolete productsin the
country, particularly in the estates,
ADDs, and research stations
(30,633.80 L and 2,478,831.1 kg).
These products have accumulated
because of excessive donation (no
forecasting of the requirements ex-
ists) and unrecorded importations,
particularly from Mozambique.
While dealing with productsfor pe-
rennial and migratory pests is the
sole responsibility of the MOAI,
some of the obsolete products are
chemicalsthe public sector does not
need to tender for (e.g., Actellic
Dust) sincethey are sold by the pri-
vate sector. Although the reported
amount of obsolete productsisdis-
puted in a number of circles, there



is unanimous recognition that the
stock isindeed substantial and poses
great danger to the environment and
human heath. A recent effort to deal
with these stocks through the inte-
grated pest management (IPM) Task
Force haslost its momentum.

Thereexistsadraft PesticidesBill
awaiting approval by the Cabinet
and enactment by the Parliament.
The proposed legidationisstandard,
similar towhat isin practicein most
other countries. Adoption and imple-
mentation of thislegislation will in-
troduce some major changes in the
current pesticides trade, including:
(2) restricting imports to pesticide
traders registered with MOAL,
(2) limiting productsallowed for im-
port to alist of registered products,
and (3) limiting pesticide wholesale
and retail trade to enterprises li-
censed through MOALI. Intended
gainsfor public heath and the envi-
ronment may belimited if new con-
trols also raise costs and restrict
access to safer products (such as
pheromones, plant growth regula-
tors, microbial pesticides, and other
relatively safe biopesticides).

Main Constraints—A host of
significant constraints continue to
hinder the effective devel opment of
an efficient pesticide market in
Malawi. These include (1) the lack
of effective enforcement of the le-
gal and regulatory framework,
(2) the absence or limited availabil -
ity of traders credit facilities,
(3) lack of reliable market informa-
tion, (4) the illegal cross-border
trade, (5) the daunting task of de-
veloping a market clientele, (6) the
poor accessibility and road condi-
tionsinrural areas, and (7) thelim-
ited effective demand from
smallholder farmers.

There is no doubt that an effec-
tive regulation of the CPP market
will mitigate the constraints and
problems mentioned above. How-
ever, by itself, enforcing thelaw and
regulations is not enough to mini-
mize the negative externalities as-
sociated with the use of pesticides
in public health and on the environ-
ment. Thisisin part because of the
low farmer and public knowledge
about CPPs and their proper use.
The challenge for Malawi isto find
ways to develop the CPP market
while minimizing these negative
externalities.

[11.An Action Plan for
Developing Sustainable | nput
Supply Systemsin Malawi

[11.1. Rationalefor theAction
Plan

The proposed Action Plan for
strengthening the liberalized input
marketsand for encouraging greater
participation of the private sector is
based on historical perspective and
shifting the supply curvetotheright.

Historical Per spective—Theag-
ricultural lending experience of the
World Bank and other donors in
Africa during the 1960s indicated
that there was no active private sec-
tor to assumeresponsibility for mar-
keting and investments in the
agricultural sector [Mason and
Asher, 1973]. This experience in-
duced donors to create and support
activities of SOEs in many devel-
oping countries. Additionally, when
SOEswere created they were given
monopolistic power for marketing
and investment in the agricultural
sector and the private sector was
barred from marketing agricultural
inputs and outputs. However, by the
early 1980s it became clear that
many SOEs were not operating ef-
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ficiently and had become a burden
on thenational budget [World Bank,
1989]. Unsustainable fiscal imbal-
ances and inefficient use of re-
sources by SOEs forced many
developing country governmentsto
move towards privatization of the
SOEs. By the early to mid-1990s,
many SOEs in the agriculture sec-
tor in Africawithdrew from market-
ing and investment activitiesor were
no longer in monopolistic positions.
The private sector was allowed to
participate in the marketing of in-
puts and outputs. However, due to
structural constraints the response
from the private sector was slow.
Macroeconomic instability leading
to devaluation and high interest
rates, lack of marketing skills and
finance, and inadequate regulatory
systems continued to limit the ac-
tive involvement of the private sec-
tor in input business.

This slow response from the pri-
vate sector may wrongly convince
some policymakers, donors, and oth-
ers to move back to the public sec-
tor monopoly in input distribution.
Such a move would be premature
becauseit would divert the attention
from removing the structural con-
straints to the participation of the
private sector. Macroeconomic sta-
bility, access to finance, business
skills, market information, and regu-
latory frameworks are still not in
place. Asshown in thisreport many
of these constraints have prevented
the Malawian private sector to par-
ticipate effectively in input market-
ing after the liberalization.
Deregulation and liberalization are
necessary but not sufficient to en-
courage private sector participation.
Years of discrimination and neglect
have left the private sector under-
developed and the input markets
fragmented. Rather than returning to



the old SOE system, African coun-
tries and donors should invest re-
sources in building the necessary
human capital and marketing infra-
structureand in creating aconducive
policy environment for facilitating
the private sector participation in
input and output marketing. The pri-
vate sector has considerable latent
potential to perform marketing ac-
tivities in an efficient manner; to
realize that potential, however,
structural and capacity constraints
restricting its activities should be
removed.

Shifting the Supply Curve to
the Right—Figure 4 illustrates the
typical supply and demand curves
economists useto explain the behav-
ior of pricesin afree market situa-
tion. The horizontal axis measures
the quantity of input (e.g., fertilizer),
and the vertical axis indicates the
prices of the same input. The de-
mand curve D slopes downward
from left to right indicating that the
guantity demanded of fertilizer by

farmersincreases asthe price of the
fertilizer decreases and vice-versa.
Thesupply curves S1 dopesupward
from left to right indicating that as
the price increases, the quantity of
fertilizers supplied by traders/
manufacturers increases. At price
OP1, quantity demanded equals
guantity supplied (OQ1). Therefore
OPlisreferred to asan equilibrium
price and point A as an equilibrium
point. The price OPL1 is very high
(e.g., $300/mt of urea) and therefore
the quantity traded is low (e.g.,
200,000 mt of urea). Because the
resource-poor farmers in Malawi
and other devel oping countries can-
not afford to purchase fertilizers at
such a high price, one possible so-
lution is to provide a subsidy (e.g.,
$100/mt) and reduce the price to
OP2 ($200/mt of urea). Now at this
price, the demand outstrips the sup-
ply and therefore some mechanism
for rationing is required to allocate
thislimited quantity among al farm-
ers. Thissolution wastried by many
African countries but could not be

Price
A Y
A
P1 S2
B
P2 /
D
Pp- Quantity
(0] Q1 Q2 '

Figure 4. Price and Quantity Relationship.
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sustained due to budget deficits.
Also, it introduced distortionsin the
market and led to an inefficient use
of resources.

The position of the supply curve
Slonthevertical axisindicatesthat
the minimum priceat which the sup-
pliersare willing to offer any quan-
tity isvery high. Thisistrue because
themarket issmall and suppliersin-
cur high costsin procuring and ship-
ping small quantities, thereby not
benefiting from the economies of
scale in procurement and transpor-
tation. Also, the suppliers are not
procuring their product from the
cheapest source in the globa mar-
ket due to various constraints they
faced in accessing information and
finance. Because of all these con-
straints, supply price is generally
very high asisthe case in Malawi.

Rather than following the subsidy
route, the price of fertilizers can be
reduced by shifting the supply curve
to the right—from S1 to S2. Such a
shift in the supply curveis possible
if the economiesof scalein procure-
ment and shipping can be realized
and the fertilizers can be procured
from cheaper sources through bet-
ter access to information and fi-
nance. By shifting the supply curve
to the right (point B), prices can be
reduced and the quantity of fertil-
izer used by farmers can be in-
creased thereby promoting food
security at both household and na-
tional levels. Such a move reduces
the need for subsidies and ensures
higher return on the capital invested
in business (because under S2 sup-
ply situation, fixed cost per unit sold
islower). Thus, by shifting the sup-
ply curve to the right, benefits can
be created for al stakeholders—farm-
ers, traders, and the country at large.



Can the supply curvefor agricul-
tura inputs in general and fertiliz-
ers in particular be shifted to the
right in Malawi? The analysis of
various constraints in this report
suggests that these constraints have
kept the supply curve at S1 position
in Malawi. The removal of these
constraints can help in shifting the
supply curvetotheright. Therefore,
the proposed Action Plan embodies
the measures needed to shift the sup-
ply curve to the right and thereby
realizing the latent potential of the
private sector in supplying various
inputs efficiently in a sustainable
manner. The activities proposed in
the areas of policy reform, human
capital formation, improved finan-
cia services, market information
system, and regulatory frameworks
are all geared to shifting the supply
curveto theright and to helping the
private sector in realizing its
potential.

Although the primary focusof the
Action Plan is on shifting the sup-
ply curve, which will help the farm-
ers by reducing prices and making
inputs easily accessible, technology
transfer activities (on the demand
side) are expected to help the farm-
ers in realizing more benefits and
higher yieldsfrom the same amount
of inputs. Thus, this activity will
help the farmers in realizing more
incomes by shifting the demand
curve.

It isrecommended that afree mar-
ket system be used to supply inputs
inrural areas because such asystem
isefficient and sustainable and does
not strain the fiscal resources of the
country. However, to strengthen the
functioning of the agricultural input
markets, concurrent actions in the
areas of policy reform, dealer net-

works, financial services, and oth-
ers should be taken as explained
below and summarized in Action
Plan Matrix 1.

[11.2. Creation of a Supportive
Policy Environment

To promote the development of
efficient input markets through
greater private sector participation,
itisessential that aconducive policy
environment be created. Thiswill re-
quire addressing macropolicy con-
straints identified earlier and
removing the policy uncertainty re-
sulting from the involvement of do-
nors and the government in input
distribution. On the macropolicy
front, ensuring the stability in ex-
change rate and reducing the inter-
est rates to more affordable levels
should receive priority. Overal, an
appropriate management of fiscal,
monetary, and exchange rate poli-
cies should restore macroeconomic
stability. Moreover, Maawi has a
chronic deficit in the balance-of-
payments account and needsforeign
aid to bridge the gap. It is estimated
that during thenext 5 years, Malawi
may need US $65-$80 million/year
in foreign exchange to finance in-
put imports. It isrecommended that
while preparing the national require-
ments for foreign exchange, GOM
and donors should ensure that the
required amount of foreign ex-
change is available in the market
when the importers need it.

Actionswill also beneeded toim-
prove rural roads and physical se-
curity intherural areas. Investments
in all-weather roads should be made
and local communities and govern-
mental authorities should work to-
gether to ensure security intherural
and semi-urban areas.

Policy uncertainty resulting from
the donor-financed and government-
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supported programs should be re-
moved by taking the following
actions:

1. Marketize All Donor Pro-
grams—Both the APIPand SPS
programs should replaceinterna-
tional tendering by vouchers.
Farmers should be given vouch-
ersto purchase seed and fertiliz-
ers from the dealers of their
choice. The use of vouchers in
input distribution has two main
benefits. First, voucherswill pro-
vide the purchasing power to re-
source-poor farmers to buy
inputs. Second, if donorsand the
government can announce the
availability of funds through
vouchers 3-4 months prior to the
planting season, then the private
sector can plan to import the
needed inputs. Asthese programs
could account for nearly one-
third to one-half of the fertilizer
market, input distribution
through vouchers can really
strengthen the input markets by
building confidence among the
importers and dealers. Once the
voucher program isin place and
is operating efficiently, mecha
nismsfor targeting vouchers un-
der the SPStothereally poor and
needy farmersmust be devel oped.

2. Integrate KR-I1 ImportsWith
Commercial Imports—Inputs
received under KR-I1 grantsfrom
Japan should be auctioned in a
transparent manner to the private
sector at the market-determined
price. Private importers can then
blend these imports with their
commercial imports and sell
them all at afair price. It isfur-
ther recommended that the coun-
terpart funds received from such
auctioning should be used to sup-
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Action Plan Matrix 1. Policy and Market Development | ssues

Year Impiementation
Issues/Constraints Actions Recommended Stakeholder Responsibility (0=2000)
0(1|2]|3|4]|S5
A. Macro Policy Issues
1. Devaluation of Kwacha in 1998 had negative | Ensure macroeconomic stability by appropriate Reserve Bank of Malawi (RBM) and Ministry X1 XIXixXx| X
impacts on both input supply and use. management of monetary, fiscal, and exchange rate of Finance (MOF) with support from IMF and
Further depreciation of Kwacha may policies. the World Bank.
discourage investment in supply systems.
High interest rate also restricts investment.
2. Inadequate availability of foreign exchange Ensure adequate supply of foreign exchange MOF, MOAI, RBM, and donors. XIXIX|X|X
for input (especially fertilizer) imports. (US $65-$80 million/year) in the market for input
imports; include it in estimating overall balance-of-
payment support requirements.
3. Poor quality of rural roads adds costs and Long-term program of constructing all-weather rural | Ministry of Transport and Public Works XIX|X|X|X
discourages traders from penetrating into roads should be initiated.
rural areas. :
4. Physical security in the countryside prevents | National and community-based programs for Government of Malawi and local X X|X|[X|X
the development of dealer networks and ensuring security of people and property should be communities.
banking branches. developed.
B. MARKET DEVELOPMENT ISSUES
1. Policy uncertainty resulting from well- Marketize all donor-financed and government-
intentioned donor-financed and government- | supported programs as follows:
supported programs (SPS, APIP, KR-II,
ADMARC, and SFFRFM) (a) SPP and APIP should use vouchers rather than MOAL DfID & EU XIX|X|X]|X
commodities.
(b) Develop mechanisms for targeting the needy MOALI and DfID X|IX| X
farmers under SPS.
(b) ADMARC should continue to commercialize MOAI & ADMARC XIX[X|X|X
operations.
(c) SFFRFM should be privatized because buffer MOAI with support from specialized X|X
stocks of fertilizers are unnecessary and costly. institutions and/or project entity
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Action Plan Matrix 1. Policy and Market Development | ssues

Year Implementation

Issues/Constraints Actions Recommended Stakeholder Responsibility (0=2000)
12345
. Inadequate access to financial resources and | (5a) Work with bankers and trustworthy input traders | Commercial banks and traders. X[X[X]|X]|X
services. to develop rapport between them.
(5b) Create Agricultural Input Import Fund. MOALI and donors with support from X
specialized institutions and/or project entity.
(5¢) Use KR-II and other counterpart funds to create | MOAI, Ministry of Finance, JICA, other X
Agri-Input Business Development Fund to encourage | donors, and project entity.
bankers for agri-inputs business lending
. Lack of human capital for competitive (2a) Conduct large-scale short-term and long-term MOAI and donors with support from XIX[X|X]|X
markets. training programs for importers, bankers, wholesalers | specialized institutions and/or project entity
and retailers.
(2b) Facilitate the creation of agri-input traders’ X|X
associations.
(2¢) Arrange study tours to developed and X X X
developing countries.
. Lack of enforcement of ‘Truth-in-Labeling’ Strengthen MOAI’s capability to enforce existing MOALI and donors with support from X|X
laws. laws and enact new rules to protect farmers and the specialized institutions and/or project entity.
environment. Conduct training programs and study
tours.
5. Lack of market information about global, Create a market information system (MIS) with MOALI and donors with support from X|X|[X|X
regional, and local prices and quantities MOALI to collect, analyze, and disseminate specialized institutions and/or project entity.
information about prices, stocks and availability of
inputs.




port market development activi-
ties, including the establishment
of the Agricultural Inputs Busi-
ness Development Fund
(AIBDF), proposed in Section
1.4.

3. Commercializethe Operations
of the Parastatals Involved in
Input Distribution: ADMARC
and SFFRFM aretwo parastatals
involved in distributing inputs.
To provide equal opportunity to
all  market participants,
ADMARC should sell itsinputs
at full cost (including storage and
trangportation charges). SFFRFM
wasdesgned to keep buffer stocks
so that the country was not de-
prived of inputs at critical times.
When the civil war in
Mozambique prevented the use
of Beira and Nacala ports, such
a buffer stock was a necessity.
Now that both portsare open and
Malawi has access to Dar-es-
Salaam and Durban portsand the
private sector can procure fertil-
izers from South Africa within
2 weeks (provided the availabil-
ity of financeisnot aconstraint),
thereislittle need to keep buffer
stocks. Therefore, SFFRFM
should be gradually phased out.
During the transition period, it
should also commercidizeitsop-
erations by selling imported fer-
tilizers at full cost to potential
dealers at its warehouses in
Blantyre, Lilongwe, and Mzuzu.

I11.3. Development of Human
Capital and Dealer
Networks

AnAIM comprises the manufac-
ture, production, or procurement of
the input and the marketing of this
input to farmers. The performance

of this market depends not only on
thelevel of competition at each level
of this chain but also on the weak-
est link in the chain. With govern-
ment withdrawal from the
procurement and distribution of ag-
ricultural inputsin Malawi, the pri-
vate sector now has to procure the
inputs needed in appropriate quan-
tity and quality and at reasonable
prices. Downstream in the chain,
farmers have to be serviced by a
nearby salesman or distributor.
There are several types of private
sector distributors. Distributors can
be agents, dealers, or farm coopera-
tives. An agentisanindividual or a
local company who putsthe supplier
and farmers in contact. He/she is
typically small and diversified and
isusually remunerated in salescom-
mission. Agents work exclusively
with one brand, may have a modest
stock, help collect payments, and
ensurelocal advertising. In contrast,
adederisusually asmall local com-
pany that buyswholesale from sup-
pliers and retailsto farmers. Unlike
an agent, a dealer has a rotating
stock for prompt delivery and may
be a blender or a mixer. He/she is
also arisk-taker.

Currently in Malawi, afew com-
paniesor organizations dominatethe
upstream part of the agricultural in-
put procurement and distribution
chain. Downstream in the procure-
ment and distribution chain, thereis
an amost total absence of local in-
dependent dealers. The absence of
dealersis awesak link in the chain,
and this limits its performance. A
cadre of strong, skillful, and know!-
edgeable dealersistherefore neces-
sary to ensure the widespread
availability of agricultural inputs at
convenient places and times and at
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competitive prices. This dealer net-
work will get the rural trading ac-
tivities going and develop the
markets in remote areas.

Post-reform experiencesthrough-
out the world suggest that an effec-
tive network of private distributors
does not develop overnight. It has
to be nurtured over time through
patient, well-thought, and collabo-
rative supporting initiatives. Previ-
ous efforts to increase the use of
modern inputs in Malawi have al-
most exclusively concentrated on
the needs of farmersand ignored the
needs of dealersin training and ac-
cess to capital. Yet the local inde-
pendent agri-input dealer is the
important link between the manufac-
turer or importer and the farmer. If
adequately trained, successful deal-
ers become important change
agents. Asthey make products avail-
able to farmers at their doorstep at
competitive prices, they keep the
farmersinformed of the changesin
agricultural technology and promote
the proper use of products. With
good skills and knowledge, entre-
preneurial initiative and drive cre-
ate a constant search for
improvement that |eads to customer
satisfaction. Such initiativesinclude
the provision of services and tech-
nical information on products and
product use as the entrepreneur de-
velops this clientele. These initia-
tives reinforce and facilitate the
work of the traditional extension
service and hasten the devel opment
and transfer of new technologies.

Tofill the current dealer vacuum,
potential dealers need to be identi-
fied and adequately and constantly
trained in the areas described above.
The agri-input dealer network will



have to be placed in the rural areas
at potential sales points that are al-
ready frequented by farmersfor ei-
ther sale of outputs or purchase of
items for home use. The dealer
should be a local person with inti-
mate knowledge of the agriculture
of the area and good relationship
with the farmers. Preferably, the
person should have some business
knowledge and a retail shop with
some storage space.

Upstream in the distribution
chain, importers need to have inti-
mate knowledge of the local input
market, product knowledge, and
knowledge of agriculture and
farmer’srequirements. They should
be able to forecast with agood deal
of accuracy their own import re-
quirementsbased on their objectives
in the market and their plans. To ar-
range suppliesat optimum costs, im-
porters must have good knowledge
and understanding of the interna-
tional agri-input markets and the
way these markets operate. In addi-
tion, they should be well versed in
international trade, shipping, bank-
ing, and customs practices and pro-
cedures. To obtain quality products
at competitive prices, importers
need to know whereto obtain infor-
mation on products, prices and sup-
ply availability and have good
linkages with reliable input manu-
facturers and traders from several
countries. With this information,
they should be able to determinethe
best time to make their purchases.

Downstream in the distribution
chain, dedlers need to have a good
knowledge of the agriculture of the
local area, close relationships with
the farmer-clients, and good prod-
uct knowledge. They also need to
have some businessknowledge, sell-
ing skills, and an idea of banking

procedures, documentation, and
record keeping in order to conduct
business profitably while meeting
the needs of their customers. At the
farm level, it is important to have
farmers who are adequately skillful
and knowledgeabl e to grow enough
food both for their own consump-
tion and for sale. For this purpose,
it is necessary for farmers to con-
duct the business of farming not only
asaway of lifebut onacommercial
basis. Thiswould imply using mod-
ern agricultural practices and there-
fore having full knowledge of the
required inputsand their proper use.
Needless to say, this requires regu-
lar and consistent exposure to
knowledge and technol ogy through
training and extension.

In Malawi not all importers have
the market understanding, informa-
tion, and skills to arrange supplies
at optimum costs and obtain quality
products at competitive prices. Con-
sequently, they need training in the
different aspectsat specially tailored
programs. Even for importers with
a good market understanding and
skills, there is always a continuing
requirement for training and skills
development in marketing and cus-
tomer orientation. Farmers in
Malawi have someideaof the mod-
ern agricultural inputs—good qual-
ity seed, fertilizers, and CPPs.
However, their knowledge of the
proper and economic use of these
inputs to derive the maximum ben-
efit and optimizetheirincomeislim-
ited. The constant training of
farmersisessential to have and sus-
tain agrowthin agricultural produc-
tion and productivity. Such training
should be frequent, demand driven,
and responsiveto thevaried require-
ments of the participants.
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Moregenerally, private sector in-
put distributors in Malawi have a
limited ability to effectively perform
their functions not only because of
limited entrepreneurial skills but
also due to difficult access to pro-
curement and distribution credits
and the lack of appropriate market
information. Potential dealers will
therefore need assistance in setting
up business in their local markets.
Initially the dealers may need help
and assistance in arranging fundsto
partly financetheir operations. Once
in place and having established their
own credit history, they should be
able to arrange normal commercial
credit lines through the banks (see
Section |11.4 for details).

The development of dealer net-
works iswell served by the supply
and exchange of market information
and the encouragement of voluntary
formation of trade associations. Fur-
thermore, itisalso essential to build
linkages among suppliers of credit,
agri-input entrepreneurs, and
policymakers. Such linkages de-
velop through training programsand
the formation of dealer trade asso-
ciations. There are many farmer as-
sociations in Malawi. Generally,
these associations are formed to
improve markets for outputs (e.g.,
Tobacco Exporter Association of
Malawi) and in some casesto reduce
input costs through group purchas-
ing activities(e.g., Farmers Co-op).
Such associations also assist mem-
bersin borrowing funds from com-
mercial banks or other financial
institutions by providing thegroup’s
guarantee as collatera (e.g., farm-
ers club).

However, another important form
of association that is overlooked in
Malawi is agribusiness trade asso-



ciations (ATA). These are voluntar-
ily formed by private businesses to
improve their businesses through
education, training, exchange of in-
formation, and lobbying efforts.
Such efforts include working with
the government to address i ssues of
interest such asmaintaining soil test
laboratories, dealing with regional
transport problems, and emphasiz-
ing proper product standards and
quality inspection. Through shared
experiences, these businesses de-
velop a group dynamic that hastens
and sustains the development pro-
cess. Although ATAs are not profit-
making centers, they should have
sufficient revenueto provide desired
member services. However, initially
their devel opment process hasto be
supported with provision of coun-
seling and technical assistance.

I11.4. Srengthening of Financial
Services

Four principal groups of actions
are seen as essentia to be taken if
the financial sector is to provide
more accessi ble and effective devel -
opment assistancefor viable agricul -
tura inputstrading and agricultural
production: (1) the establishment of
an Agricultural Input Import Fund
(AlF), (2) the establishment of an
AIBDF, (3) the creation of incen-
tives to improve the outreach of fi-
nance services and develop more
efficient development finance insti-
tutions, and (4) the urgent institu-
tion actionsto eliminate the culture
of willful default.

TheAgricultural Input Import
Fund

The objectives of the fund would
be to assist with human capital de-
velopment and financing of impor-
tation of inputs by the private

sector6and increase competition

through the introduction of addi-

tional participants in the trade. Fi-

nancing would be sourced from

bal ance-of -payment support. The

AllF would help asfollows:

 The establishment of a US $15
million supplementary foreign
exchange fund to provide partial
guarantee for Letters of Credit
(LC) for importers. Participating
importer/borrowers would pro-
vide 30% up-front payment. Guar-
antee from the fund would be
limited to US$1.0 million per cli-
ent per season (accounting for
35% of the loan) and the finan-
cia institution will bear 35% risk.

» Twoweeksof overseastrainingin
Europe/United States for senior
bankers from commercial and
merchant banks in all aspects of
agricultural inputstrading and re-
lated use of forex and Malawi
Kwacha (MK) credit services
from ex-factory via shipment to
end-user farmers to enable them
to establish and manage | oan port-
folios dedicated to this purpose.

» Four weeks of training overseas
and within country for potential
input importers/year over 4 years

8Using 2000 prices and assuming al re-
quirements are imported immediately prior
to the cropping season, the total annual for-
eign exchange borrowing requirements for
agricultural inputsare estimated at US $65.5
million. On the other hand, assuming atotal
capital base of the commercial and merchant
banks of MK 1,600 million and the limits
fixed on foreign exchange lending within
overal internationally delineated prudential
limits, in May 2000 total foreign exchange
lending by Malawi banks could not exceed
MK 396.6 million (US $8.4 million) leav-
ing an offshore borrowing requirement
shortfall of US$57.1 million (MK 2,681.9
million equivalent). In actual practice this
shortfall islikely to be much lower (US $25
million).
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in all aspects of procurement,
shipment, customs and technical
analysis, warehousing, wholesal-
ing, inland transport and retailing
procedures, financing, and related
business management skills for
possiblefinancing by cooperating
banks.

Under the present market arrange-
ments, the primary importers buy
foreign exchange throughout the
year to hedge against inflation and
currency depreciation to reduce
eventual borrowing requirements.
Furthermore, because of the high
proportion of contracted supply ar-
rangements under tender for APIP
and SPS (40% of the market) and
under contract with agreements to
MRFC, importers are able to obtain
substantial advance paymentsin for-
eign exchange prior to shipment and
90-180 days credit on LC for the
remaining, which can be paid for
during this period.

Any future movement away from
tendering will therefore requireim-
porters to attempt to secure LC fi-
nance without having prior orders
tojustify 90- to 180-day credit. This
will mean that the larger importers
will be forced to commit a greater
proportion of collateral and security
on LCsand/or access additional off-
shore credit from their associated
companies unless the foreign ex-
change regulations are modified to
allow automatic redemption of for-
eign exchange for Kwacha earned
on inputs originally purchased with
foreign exchange. Alternatively,
banks could be assigned ownership
of warehouse stocks until paid.

Given the constraints in foreign
exchangeavailability, the high credit
ratings of the principal importers,



and the perceived risk of default
amongst new entrepreneurs, the
Malawian banks are not lending to
the new entrants needed to further
generate import competition and to
drive down prices. Typicaly, these
new entrants are unable to advance
more than 30% up front as Kwacha
and satisfy the stringent collateral
requirements. To reduce this con-
straint a supplementary source of
foreign exchange will be required
for the commercial banksto borrow
from RBM to directly add to the
borrower’s contribution and bank
foreign exchange loan to pay for
L Cs. Prior to such lending bank per-
sonnel and new importer-borrowers
alikewill require extensive training
support in all aspects of agricultural
input trading and financing (as ex-
plained in Section I11.3).

TheAgricultural Inputs
Business Promotion Fund

Within the internal market, ad-
equate MK funds are available
among the commercial banks and
development financial institutionsto
finance new dedlers, local traders,
and NGOs supporting lending for
petty trading. However, the princi-
pa constraint remains in the form
of stringent loan conditionalities.
The banks/DFIs will therefore re-
quire additional incentivesto cover
the perceived risk if stringent col-
lateral requirements are to be re-
duced. Adequate sources of own
fundsareavailableto cover all credit
requirements provided they are
backed by a guarantee fund and a
thorough training program for both
credit officersand borrowers (trainee
dealerg/traders/petty traders).

The objectives of the AIBDF
would be to encourage a greater
element of direct selling to new
dealers/traders/petty traders by

importers’/wholesalers, and thereby
compete with the current vertically
integrated wholesale and retail com-
mission selling mechanisms and
drive down prices for end users
whilemore effectively spreading the
inherent risks and profits across all
elements of the trade. The AIBDF
would be financed from counterpart
fund sources and involves:

e An MK 100-million loan guaran-
tee facility to be established for
reducing collateral requirements
for theloan of commercia banks
own funds for up to 300 dealer
traders over 4 years. Borrowers
would berequired to provide 25%
up-front payment and obtain a
loan of up to MK 0.2 million. In
cases of default not associated
with bank mal practice and accept-
able to all participating institu-
tions, the bank will be able to
reclaim only 50% of the amount
due from the Guarantee Fund.
Fundswould also be drawn down
by MRFC and NGOs to finance
petty trading groups.

* In-country and overseas training
for credit officersand up to 300 lo-
cal dealergtraders and petty trad-
ers over a 5-year period in
financing, interpreting technical
analyses, warehousing, transport,
and retailing agricultural inputs.

A joint participating bank team
assisted by the international train-
ing institution contracted to provide
the specialist training would under-
take selection of trainee importers
and traders/dealers.

Such specia fund programs (AllF
and AIBDF) integrating training
with loan financing and guarantees
will require sources of foreign ex-
change funding and Kwacha guar-
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antees. Currently, Malawi receives
bilateral and multilateral donor as-
sistance in three separate forms:
(1) “Commodity Grants,” which in
turn generate “Counterpart Funds’
or “Revolving Loan Funds” for fur-
ther development financing or lend-
ing; (2) “Lines of Credit” lodged
with development financial institu-
tions to support private enterprise
development; and (3) “Balance of
Payment Support” funds provided as
foreign exchange to Ministry of Fi-
nance (MOF) through RBM. Ad-
equate sources of financing are
availablefor these purposes subject
to GOM and donor approval.

Introduction of Incentivesto
Improve Financial Service
Outreach

Expanding Bank Outlet Net-
wor ks—Financial servicesoutreach
will only expand into the rural ar-
eas when banks, DFIs, and NGOs
can generate sufficient income to
cover costs and accrue additional
margins for profit and/or
development/expansion. Current
constraints in the credit sector are
not seen as conducive to expanding
full branch networks. However,
within outlying areas there is an
acute shortage of cash depository
and transit services among rural en-
terprises, DFIs, NGOs, and
MUSCCO/Savings and Credit Co-
operatives (SACCOQOs) as well as
MSB and the commercial banks.
While depository and cash transit
fees in their own right may not be
sufficient to justify the opening of
new bank agencies, incentives made
available in the form of corporate
tax breaks could provide the neces-
sary incentive for the introduction
of such services. It isrecommended
that this issue be more seriously
investigated.



Possible DFI Mergers—MSB s
currently expanding itsoperationsto
include a lending portfolio while
both SEDOM and MRFC require a
mechanism to raise loan finance on
the internal market. To minimize
operating costs and maximize field
service efficiency, consideration
should be given to using MSB fi-
nance and lending capital sources
for both SEDOM and MRFC and
later amalgamating them to form a
single banking institution withinthe
Action Plan period.

Linking Producersto Markets
Through Lending Institutions—
While significant efforts are being
made within the agricultural sector
to encourage diversification into
new food and cash crops, farmers
are still experiencing difficultiesin
securing markets for new produc-
tion. To date, few banks and DFIs
have attempted to significantly ex-
pand into the greater involvement in
closed cycle lending and marketing
arrangements under which producer
borrowers are contracted by the
lending institutions to identified
markets offering minimum guaran-
teed prices. Such systems operate
most effectively for high value cash
crops with minimal local demand
destined for industrial processing or
export. Consideration should be
given in the MRFC and APIP pro-
gramsfor expanding the use of such
arrangements.

Elimination of the Culture of
Willful Default

Coordinated action isneeded im-
mediately if rural sector lending ser-
vices are to break even in many
institutions and special programs.
Both public and private financial
institutions are ready to tackle the
issue head-on but await demonstra-

tion by GOM, palitical leaders, and

communal authorities of real com-

mitment to act. The essential ele-
ments of the necessary program
involve the following:

» Adoption by al political parties
of an immediate moratorium on
political interference in credit is-
suesand acommitment to take ac-
tion against any individual
encouraging willful default.

» Use of traditional authorities to
identify known defaulters within
their areas of jurisdiction.

e Introduction of the planned Na-
tional Identity Card program as a
matter of utmost urgency.

* Establishment of a Credit Refer-
ence Bureau involving the amal-
gamation of the databases of all
lending institutions.”

» Reconstitution of the TCC to-
bacco intermediate buying licens-
ing system to minimizefraudulent
selling on other AHL accountsto
avoid due stop-order deductions
from sales proceeds by borrowers.

 Revising and updating of the cur-
rent legislation relating to actions
taken against defaulters and the
Sheriffs’ Courts assets seizure
systems.

» The above actions will only be-
gin to produce results if al par-
ties follow them up impeccably.
Action Plan Matrix 2 provides a
summary of thekey recommenda-
tions with regard to the financial
issuesand constraintsidentifiedin
this study.

YThe redesigned APIP Il program is ex-
pected to have its own internal system in
operation in 2001 financed by the Food Se-
curity Project (FSP) clientinvestigation fees.
Asanationa serviceisrequired as soon as
possible, additional donor and private sec-
tor finance will be required to be committed
this year to finance the necessary transfor-
mation (MK 10 million).
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I11.5. Creation and Operation of
Market Information
Systems

Accurate market information is
essential for any business in the
world. The more accurate, detailed,
and timely the information, the
easier it isto develop market plans
and make decisions. With the rapid
progress in electronic data process-
ing, it has become very easy now to
collect, collate, analyze, and store
data. Furthermore, with the wide-
spread use of e-mail and the Internet,
it has become easier to exchange or
obtain valuable dataand/or informa-
tionthat istimely and constantly up-
dated on almost any subject at avery
small cost.

TheMISrelating to agri-inputsin
Malawi are not developed. Thereis
not much awareness of the interna-
tional situation and the prevailing
global prices of agricultural inputs,
even among large importers. As a
result, linkages with the interna-
tional input manufacturers or trad-
ers are weak. Even on a regional
basis there are not much data avail-
able that can provide information
about what is happening in the
neighboring countries. Asfar asin-
formation on the input markets
within Malawi is concerned, the
situation is not very different. Pres-
ently, there is no organization that
systematically collects information
on inventories, sales, imports, local
processing or blending, distribution,
consumption, etc., of agricultural
inputs. Consequently, market plan-
ning in the absence of data is not
easy and incorrect decisions leading
to unsuccessful businessventuresare
common.

In the fertilizer sector one alter-
native would be the formation of a
Fertilizer Association of Malawi
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Action Plan Matrix 2. Finance

Year Implementation
Issues/Constraints Actions Recommended Stakeholder Responsibility (0=2000)
1({2(3|4][5
1. Limitations on Credit Funds
(a) Inadequate locally available foreign (a) Review of macro-economic policy to secure (a) MOALI to raise with National Economic X
exchange for input importation, particularly | availability of US $65-$80 million per annum for Council for MOF, RBM, and IMF review.
during the critical import financing period purchase by importers of fertilizer, seed and CPPs to | Donors/GOM to ensure continuing
April to June. maintain food security programs and generate availability of US $65-$80 million in balance- XIX|IX|X|X
continuing export crop production. of-payment support
(b) Commercial/merchant banks lend limited | (b) Establish Agricultural Inputs Importation Fund (b1) Donors to provide US $15 m AIIF and XX
foreign exchange to existing customers. (AIIF) (US $5 min Year 1, US $10 min Year 2) in set up project and, with MOAT and Bankers’
New entrant small- and medium-sized interest-earning foreign account. Use to train bankers | Association of Malawi participation, select
importers without track record unable to and potential new entrant importers selected on basis | external organization to handle all training.
compete due to stringent loan conditions on | of experience and good credit record in all aspects of
up-front contributions and collateral. inputs marketing and financing to establish (b2) Foreign bank to hold AIIF. RBM to
lender/borrower trust. manage use of AIIF. XIX|X|X|X
Selected trained new entrant borrowers to provide :
30% up-front MK contribution. Banks will lend 70% | (b3) Commercial and merchant banks to
financing need. AIIF to guarantee loan. Default risk | provide all required lending services. XIX|X|X|X
to be shred 50:50 by banks and AIIF. Loans to be
limited to US $1.0 m per client per season.
(c) Local traders unable to obtain credit (c) Establish Agricultural Inputs Business (c) Donors/GOM to provide counterpart funds X
Development Fund (MK 100 m) held as MK with RBM
(c1) Existing and new entrant small traders (c1) Train existing and new dealers in inputs (c1) Project to use external training XIX|X{X}|X
and potential dealers unable to obtain credit | marketing and business management. Selected organization selected for AIIF and local
for agricultural input trading due to bank- trained graduate borrowers to provide 25% up-front | institution to handle all training for lending
perceived high risks and related stringent payment. Banks to loan backed by a guarantee institutions staff and dealers.
security/collateral requirements. facility and reduce collateral requirements — Lenders to use own funds, reduce borrower
maximum loan size: MK 0.2 m loan. collateral requirements proportionately, and
share risk 50:50 with AIBDF.
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Action Plan Matrix 2. Finance

Issues/Constraints

Actions Recommended

Stakeholder Responsibility

Year Implementation
(0=2000)

0|1)2/3[4]°5

(c2) Petty traders unable to obtain micro-
loans from DFIs and NGOs to expand
services.

(c2) Train MRFC and NGO staff in agricultural
inputs, petty trading, & financing. Expand MRFC
and NGO lending programs to include more
agricultural inputs petty trading. Provide supportive
petty trading loans to groups using existing group
member joint liability guarantee mechanisms.

(c2) Local training institution in c1 above to
provide training.

MREFC to use own funds for lending with
AIBDF guarantee. NGOs to use AIBDF funds

X|X[X[XIX

2. Poor Financial Service Outreach

(a) High interest rates depress demand for
credit services

Agricultural lending not profitable. Higher
returns available on Treasury Bills and non-
agricultural urban lending.

(b) Poor cash security.

Lack of essential cash depositories and cash
transit services in rural areas. .
Few bank and DFI branches and agencies in
rural areas due to low levels of demand for
credit.

(c) MSB expanding deposit taking services,
while MRFC & SEDOM need source of
rural financing. High operating cost of
separate rural outlets prevents maximization
of operational efficiencies.

(d) Farmers’ inability to repay due to poor
market prices and lack of linkage to
possible markets.

Macroeconomic measures to reduce inflation and
interest rates.

Undertake special study on how to encourage
commercial banks and/or MSB to provide more
financial depositories and cash transit services in
outlying rural areas and most appropriate financing
system through grants/tax concessions.
Encourage private security arrangements.
Introduce as a special project. '

Use of MSB funds as additional source of lower cost
finance for MRFC and SEDOM lending programs.
Consider merger in longer term of MSB with MRFC
and SEDOM leading to operation of a more cost-
effective outlet network

Lending institutions to become more involved in
linking borrowers to markets offering agreed or
contracted minimal floor prices and specified
quantitative needs.

MOAI to raise with National Economic
Council for review by MOF, RBM and IMF.

MOALI to raise with National Economic
Council.

Special Study to be managed by MOF and
RBM.

GOM to finance with donor support if
required.

Donors to continue financing of studies
through Privatization Commission and assist
with implementation.

All Lending Institutions.
Bankers’ Association of Malawi.

X|X
X
XIX[|X|X
XX
XIXIX|X
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Action Plan Matrix 2. Finance

Issues/Constraints

Actions Recommended

Stakeholder Responsibility

Year Implementation
(0=2000)

0112|345

3. Continuing High Levels of Willful

Default Affecting All Lending Institutions

(a) Inadequate political will to act
nationally

(b) Absence of a national identity card
system

Political leaders and traditional authorities to
promote loan repayment and discourage fraud.
Financial Institutions to establish a Task Force to
push coordinated action program

Accelerate the establishment of a national identity
card system, complete the investigation of contract

by Anti Corruption Commission, and cancel or re- |

All political parties to include in their
policies.

Task Force to include Bankers’ Association
of Malawi, DFIs, APIP and RBM and
Attorney General’s Dept.

Anti Corruption Commission, Attorney
General’s Department.

award contract.
(c) Absence of Credit Reference Bureau Continuation of planning and establishment of EU to finance. X
(CRB) CRB within APIP Trust/APIP Finance Co. as a APIP Trust to operate. XIX[X|XI|X
commercial service available for access by all
lending institutions.
(d) Fraudulent marketing of tobacco by TCC to issue production and intermediate buyer MOAVTCC/AHL. X|X
borrowers through other accounts avoiding | licenses under a single license number for :
loan repayments contracted to be covered | individuals, and for groups including all individual
through stop orders. ID details. AHL to open only one sales account for
each license and cross-reference licenses held by
close family members.
(e) Ineffective court procedures and Review and action in updating and increasing Donor support for review and XX

actions against convictions by Sheriffs’
Courts.

operational efficiencies

implementation of recommendations.
Attorney General’s Department and Task
Force '




with membership including import-
ers, distributors, and even retailers.
In addition to various other respon-
sibilities, the secretariat of the asso-
ciation would also work to maintain
a bank of data collected on a peri-
odic basis (e.g., monthly) from all
members on a standard data sheet.
Typically, this would not include
confidential data or information
such as companies’ prices, sales
plans, or costs. Rather the data col-
lected would include, for example,
sales of fertilizers by products, by
months, by extension planning ar-
eas (EPAs) or rural development
projects (RDPs), stocks, and imports
made from various sources. This
could be collected by the middle of
each month and circulated to all the
members soon after to allow them
to be in a position to properly plan
their activities. The association
would also keep a close tab on the
international markets using the
Internet and various fertilizer trade
journals. In addition, the association
could develop linkages with other
similar associations in and outside
the region for the exchange of data
and information. The association
could also collect useful dataand in-
formation on agriculture in Malawi
and within theregion (for compara-
tive purposes).

Until such an association is well
established and active, the MOAI or
the Agricultural Policy Research
Unit (APRU), working as an Agri-
Input Development Center of
Malawi, should perform al the data
collection and processing activities
described above and disseminate the
information periodically (e.g., be-
fore the end of every month). Such
information should also beavailable
on the seed and CPP markets. This
isan activity that needsto be set up

as soon as possible in order to im-
prove planning efforts and, thereby,
the all-round development of input
markets.

[11.6. Implementation of
Regulatory Systems

As discussed earlier, existing
regulations for seeds and fertilizers
are suitable for competitive inputs
markets. However, some changes
can be suggested to facilitate mar-
ket development. In the area of
seeds, Malawi doesnot yet havethe
legislation allowing breeders or
companies to claim plant variety
protection (PV P) for their new vari-
eties. Also, Maawi does not have
regulations and proceduresin place
to deal with gene-modified organ-
isms (GMOs). What isrequired are
proceduresto (a) eval uate risks and
approve GMOs for field tests,
(b) evaluate risks and approve
GMOs for general agriculture,
(c) evauaterisksand approve GMO
productsfor food and other uses, and
(d) patent or otherwise protect intel-
lectual property rights in GMO
products. With the expected expan-
sionof GMO productsin agriculture
over the next 5-10 years, thisis an
areathat calls for urgent attention.

Another obstacle to devel opment
of the seed market in Malawi isthe
current law that requiresthat al new
maize hybridsbe officially approved
before seed sale is allowed. This
raises costs for and slows introduc-
tion of new private maize hybrids
from regional breeding. Oneway to
remove this obstacle isto automati-
cally accept hybridsapproved in any
regional country (e.g., asinthe EU);
another solution isto waive official
controls on introduction of new va-
rietiesfor all crops(e.g., asinIndia,
Australia, the United States, and
many other countries).
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Another area of concern is that
government is not prepared to en-
force truth-in-labeling at the retail
level. Although thereisno evidence
that fraud or unintentional
mislabeling has been aserious prob-
lem, improving reliability of market
information isneverthelessan issue
as markets develop. For fertilizers,
many retail dealers have scales to
weigh bags before sale. However,
there are no arrangements for col-
lecting samples for laboratory tests
or for reporting test results and re-
dressing farmer losses if nutrients
are not as reported on labels. An-
other risk infertilizer marketsisthat
someone may use another’s bags or
labels to sell substandard products.
MBS has alaboratory. What seems
toberequiredisthat MOAI develop
procedures and assign staff to accept
and respond to complaints from
farmers and other companiesto ob-
serve retail sales and to collect
samplesto send for tests. For seeds,
Seed Servicesaready hasapresence
throughout Malawi and can be
tasked to accept complaints and to
spot check seed at retail levels. What
seemsto berequired isdevel opment
of some procedures and assignment
of some staff time to test these pro-
cedures for ayear or so before set-
tling on amore permanent sol ution.

For CPPs the entire regulatory
framework for registering new prod-
ucts, licensing importers, licensing
dealers, and supervising trade and
use has not yet been devel oped. Al
of these duties will be defined in
regulations depending on the draft
PesticidesBill, which isexpected to
becomelaw sometimein 2000. Over
the next several yearsit will be nec-
essary to recruit and train new staff
and then also work with pesticide
companiesto arrange workabl e pro-



cedures to implement regulations.
Special effort will be required to
train and register retail dealers to
reach CPPsinto rural areasfor small
farmers. An area of pesticide regu-
lation that is often overlooked in de-
veloping countries but deserves
significant attention is testing of
residues in food crops (especially
vegetables, milk, and meat products)
for local use. MBS currently tests
residues in tobacco for export but
ignoresrisksand health damagethat
residents suffer from residuesin lo-
cally produced food.

To protect public health and mini-
mize environmental risks, the regu-
lations should provide an incentive
for promoting the use of easier, less
expensive, and lower risk
biopesticides with appropriate risk
tests. Addressing these health con-
cerns through regulations is well
served with residue testing on food
products; intensification of research
and extension on bio-control and
IPM (crop rotations, pheromones,
biological control, biotechnologies
[BTs], and biopesticides); thedevel-
opment of user-friendly, less expen-
sive, smaller, and lower risk
packages of CPPs; public education;
and the strengthening of the capac-
ity of health services to dea with
cases of pesticides poisoning.

I11.7. Technology Development
and Transfer Activities

To keep pace with the increasing
demand for food triggered by arap-
idly increasing world population,
agriculture has made remarkable
progress over the years and espe-
cialy in the past 50 years with as-
sistance from science and
technology. Since the demand for
food and other agricultural products
continuesto grow, thereisaneed to

continue to develop appropriate
technologies and make them avail-
able to the farmers. While the ma-
jority of farmers in Malawi are
generally aware of fertilizers and
other inputs and have used them,
farmers’ knowledge regarding the
importance of high-analysisfertiliz-
ers, the economics of fertilizer use,
balanced use of organic and inor-
ganic materials, balanced nutrient
use, quantity and timing of fertilizer
use, importance of good quality
seed, crop protection methods, etc.,
islimited. Asaresult, yieldsof most
crops in Malawi are below the at-
tainable levels (48%-75% yield
gaps) and world averages. On the
other hand, agro-climatic conditions
are quite favorable in Maawi for a
significant improvement in yields
through improvements in the agri-
cultural practices and greater and
proper use of modern technology.

Theefficient use of all inputs, in-
cluding fertilizers, seed, and CPPs,
is becoming increasingly important
with higher input prices. From a
technical point of view, improve-
ments in the proper application of
fertilizer (e.g., proper timing) will
be beneficial to farmers. From an
economic point of view, farmersare
unaware of the higher pricesthey are
paying for the nutrients when using
the low-analysis fertilizers such as
CAN, AS, single superphosphate
(SSP), and some of the compounds,
against the price of the same nutri-
ents in the high-analysis fertilizers
such asurea, DAP, and MOP. Proper
and balanced use of these high-
analysisfertilizers, other secondary
and micronutrients, and organic
matter based on site-specific soil
testsistherefore necessary to ensure
the cost-effective use and optimum
yields. Thereisno widespread prac-
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tice of testing of the soils of the
farmers fields in Malawi. Knowl-
edge of the use of improved variet-
iesof seed and CPPsisalso limited,
particularly among smallholders.

Some researchers have concluded
that the soilsin Malawi arerichin
phosphorus; consequently, farmers
do not have to apply phosphate fer-
tilizers. But at the same time, lim-
ited soil tests have indicated that P
levelsare generaly low in the soils.
Hence, if farmers apply a small
guantity of phosphate fertilizers, it
is possiblethat Pis absorbed by the
soil. MOAI should fund research on
thiscrucial aspect of P dynamics so
that the soils of Malawi do not get
completely depleted of phosphorus.

Malawi has abundant resources of
phosphaterock (PR). Because PRis
of low reactivity, it cannot be used
for direct application. However, PR
can be compacted with SSPor triple
superphosphate (TSP) for use in
farmers fields. Research on agro-
nomic response of crops to com-
pacted PR should receivepriority in
future work.

Malawi’s heavy dependence on
tobacco for export earning is non-
strategic. To promotediversification
in export crops, GOM should con-
sider promoting the use of DAP for
basal dose and urea for topdressing
for maize cultivation followed by
groundnuts or pulses (both of these
commodities seem to have good ex-
port potential). These crops can use
residual P from basal application of
DAP and fix their nitrogen require-
ments from the atmosphere. The
country can benefit from additional
export earnings at no additional ni-
trogen cost. While promoting theuse
of DAP, attention should be paid to



correct sulfur deficiencieswherever
and whenever necessary.

The research being done at the
government centersand by some pri-
vate ingtitutions like ARET, espe-
cially related to maize and tobacco,
appears adequate for the develop-
ment of seed varieties, proper lev-
els of input uses, and agricultural
practices. This knowledge not only
needs to be transferred to the farm-
ersbut also should be devel oped for
other food and cash cropsto broaden
and diversify the country’s agricul-
tural base. In addition, since agricul-
ture in Malawi is dependent solely
on a unimodal rainfall pattern (one
season), research on water conser-
vation methods in farmers’ fields
should be supported to explore the
feasibility of a second crop on re-
sidual moisture. For these effortsto
be undertaken, the government will
haveto alocate additional resources
for research since the present fund-
ingisinadequate. Additionally, new
varieties would aso be introduced
through the development of new
seed enterprises and harmonized and
liberalized seed policies (as ex-
plained in Section 111.8).

Activities related to the transfer
of technology should be stepped up.
The government’s extension activi-
ties, which in the past had done a
good amount of work in introduc-
ing seed varietiesand input use, have
slowed down considerably inthelast
4 years due to the lack of funds. A
number of NGOs such as Sasakawa-
Global 2000 (SG 2000); NASFAM;
ActionAid; World Vision; and some
private sector organizations like
National Seed, Pannar, Norsk Hy-
dro, Chemicals and Marketing,
Dwango Sugar Mills, and ARET are
doing good work in bringing mod-

ern agricultural technologies to
farmers through demonstration
plots, farmer meetings, distribution
of technical literature, etc. Some of
these organizations, especialy the
NGOs, usethefield assistants (FAS)
from the government extension ser-
vicefor specific assignments. How-
ever, sincethereareover two million
farming families spread al over the
country, this activity does not reach
many farmersand asaresult hasnot
achieved the expected impact.

In addition to strengthening ex-
tension activities, efforts should be
made to promote dealers as new
change agents. Such dealers are
closer to farmers, have self-interest
in promoting new technologies, and
can reduce the fiscal burden on the
MOAI, thereby allowingitto devote
its limited resources to priority re-
search areas.

The extension messages should
be communicated through demon-
stration, field days, and farmers’
meetings at the village and plot lev-
el's, mobile soil-testing laboratories
developing site- and crop-specific
recommendations, distribution of
technical |eafletsand brochures, and
use of the print and electronic mass
media.

I11.8. Simulating the
Development of Seed
Enterprises

A significant challenge for seed
industry development is to encour-
age the entry of small and medium
seed enterprises ableto identify new

varieties of interest to farmers, im-

port and/or produce seeds, and mar-

ket new varieties. Seed production
is not a problem since that can be
contracted with farmers at about

20%-30% above grain price (more
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for hybrids). Unlike fertilizers, new
entry into the seed market takestime
and is knowledge intensive rather
than capital intensive. Although
some money isinvolved and can be
aserious constraint, it is not the de-
termining factor in market entry and
expansion.

Seed companies compete by of-
fering farmers a list of performing
varieties. Some of these may come
fromlocal public research, but most
of them for many crops will come
from private research in other coun-
tries. Only avery few foreign com-
panies with good varieties will
establishjoint venturesor subsidiar-
iesin Malawi—asidefrom thethree
main hybrid maize companies al-
ready in the market, there may be
no more. Most seed bred by foreign
companies will enter the Malawi
market through locally owned com-
paniesthat field test and then license
varieties that will sell in Malawi.
There may over time be 20-40
Malawi companies introducing
foreign-bred varietiesfrom asmany
as 100 companies.

In many cases, companies will
simply import and distribute seed.
Thisiswhat we can expect to hap-
pen for vegetable seeds with enor-
mous gains for Lilongwe
consumers, vegetable farmers, and
possibly exports. In other cases,
such as wheat, millet, and ground-
nuts, companieswill licenseforeign
cultivars, import breeder seed, and
produce seed in country for Malawi
and possibly other regional markets.
Thispattern of market devel opment
involves an enormous amount of
new entry for small and medium
enterprises (SMEs). Scientists, ru-
ral entrepreneurs, or other product
exporters looking to improve prod-



uct supply, etc., may establish
companies.

Some seed production and trade
can develop on the basis of variet-
iesreleased from public researchin-
stitutes, such as MH18 hybrid
maize, CG7 groundnuts, etc. Cur-
rently, access to breeder and foun-
dation seed for these varieties is
erratic. In some cases, research in-
stitutes give out seed at no cost, but
in other cases, institutes charge for
seed or refuse requests. To encour-
age private companies to produce
seed from public varieties, research
institutes should create an orderly
market and reliable supply for
breeder and foundation seed. Pub-
lishing and distributing a price list
for breeder and foundation seed for
all public varieties can help in the
development of the seed market. For
varieties digible for PVP, such as
two out of three parent lines for
MH18, the research institute could
sell seedswith a contract that limits
use so that varieties do not enter the
public domain.

Current seed production costsin
Malawi are inflated by government
contractsthat are unnecessarily gen-
erous. Commercial companies re-
port that seed production costs are
somewhat higher than in Zimbabwe
(e.g., $310/mt versus $240/mt in
Zimbabwe), but some of thisdiffer-
ence may reflect limited competi-
tion: currently about half of all
commercial seed is produced by
PressAgriculture, when smaller es-
tates may be more competitive for
seeds (as for tobacco). If tobacco
sales fall, a modest devaluation
could position Malawi as an attrac-
tive alternative for Zimbabwe as a
source for satisfying seed export
contracts. Capacity for processing
seedsisaready in place far beyond

what is currently used for the
Malawi market.

Specific effortsarerequiredtoen-
courage the entry of new seed com-
panies to import or process seeds
from domestic production with par-
ticular attention to secondary field
crops, such as pulses, rice, potatoes,
cotton, beans, oilseeds, and others.
For many of these crops, seeds are
nonhybrid so that marketing margins
are going to be small. We can ex-
pect that most commercial seed may
be sold at 2-2.5 times grain price.
Seed sales for OPVs can also be
maintained by continuously intro-
ducing new varietieswith character-
istics that farmers and markets
value.

Over thelast decade, government
and donors have supported local
seed production through small farm-
ers and estates, but seed from these
projects have not gone into stores.
Instead, government, projects, and
NGOs have bought and distributed
most of this seed outside of commer-
cial channels. Hence, despite many
good efforts, seed production is not
linked to market mechanismsandis
therefore not sustainable. Efforts
should be made to assist entrepre-
neurs (scientists, seed farmers, oth-
ers) to develop seed enterprises,
buying seed from farmers, packag-
ing it with a brand name, and dis-
tributing (selling) it to retail outlets
for farmers to buy. Currently, the
United States Agency for Interna-
tional Development (USAID), with
lowa State University and Purdue
University, is preparing a project to
assist the small seed growers. Simi-
lar projects should be initiated to
support the development of seed
enterprises.
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[11.9. Integration of Regional
Markets

For all of theinputsin this study,
Malawi’s market taken alone istoo
small to generate enough market
entry and competition to ensure that
Malawi’sfarmers seethe best avail-
able technology in the world at the
lowest possible (unsubsidized)
prices. Seed companies, for ex-
ample, weigh potential salesagainst
costs to test and introduce new va-
rieties. When expected seed sales
arelow, there may be no companies
interested to locate and import new
lines from breeding around the
world that may be adapted to
Malawi (e.g., from countriesat simi-
lar latitudes such as Brazil, India,
Australia, and Mexico).

Similarly for fertilizers, Malawi’s
national market taken alone is too
small to allow multiple high-vol-
ume, low-cost importersto compete.
Fertilizer import from low-cost
world markets (e.g., in Eastern Eu-
rope) issignificantly lower for ship-
ments of 15,000-30,000 mt at atime
for asingle product. However, only
oneor two shipmentsof that sizecan
be absorbed in Malawi’s market for
ureaor other major product, and this
doesnot allow enough companiesto
import and compete. Although sev-
eral companies are able to bring in
fertilizer at low cost, most other
companiesinthe Maawi market im-
port relatively small volumes of
high-cost fertilizers from South Af-
rica. Hence, these markets are based
on low volumes, high transport
costs, and relatively high cost South
African source.

The concept of regional markets
envisions a situation where input
companies and traders are able to
operate acrossregional borders, test-



ing and delivering inputs based on
agroecological zones and market
demand, without regard to political
boundaries. For seeds, devel opment
of regional markets depends on
changesinregulationsallowing seed
companies to move varieties and
seeds from one country to another
with aminimum of government con-
trols—e.g., alowing companies to
introduce new varietieswithout con-
trols and focusing seed import con-
trolsin science-based phytosanitary
concerns. For fertilizers, develop-
ment of regional marketsdependson
(a) governments accepting the same
packaging, (b) governments accept-
ing all fertilizer compounds or com-
positions in the region, and
(c) governmentswaiving or revising
regulations about preshipment in-
spection to allow shipmentscoming
into amain port (e.g., Beira, Dar es
Salaam) to be approved for sales
throughout all relevant countriesin
the region, so that companies are
ableto distribute and even redistrib-
ute based on demand asit develops
throughout the season.

Initiatives for harmonizing seed
regulations are under way from 1999
through the Southern African Devel-
opment Community’s (SADC's)
Crops Sector Coordinating Unit and
from 2000 through a World Bank
project for Mozambique, Malawi,
Zambia, and Zimbabwe. Initiatives
for harmonizing pesticides trade
have been underway from 1996
through Southern and Eastern Africa
Regulatory Committee on Harmo-
nization (SEARCH). For fertilizers,
there have so far been no initiatives
to review regulations, pre-shipment
inspection, and other rulesto facili-
tate a regional market though such
issueswould seem to be much easier
than for seeds or pesticides.

For fertilizers regional markets
can cut costs by allowing more
large-volume, low-cost importsand
can also cut costs by allowing trad-
ersto movefertilizersacrossborders
from time to time based on supply
and demand conditionsthat develop
over a season (e.g., between Zam-
biaand Malawi near Chitipa or be-
tween Malawi and Tanzania near
Karonga). Government can facilitate
the development of regional fertil-
izer marketsby reviewing and revis-
ing regulations and rules about
pre-shipment inspection, as already
discussed. Special efforts should be
madeto integrate AIMsinthe M-Z-
M Triangle (Malawi-Zambia-
M ozambique) and Zimbabwe.

Regional seed markets can be ex-
pected to develop on the basis of
companiesalready intheregion and
new companies, many of which will
have or develop linkswith breeding
companies from outside the region.
Seed companies, such as Pannar and
Seed Company from regional coun-
tries with the strongest seed indus-
tries—Zimbabwe, Kenya, and South
Africa, can be expected to expand
throughout the region. In addition,
many strong EU and U.S. compa-
nies are not yet represented in the
region, and many other companies
from countries with strong seed in-
dustries and similar latitudes—In-
dia, Australia, Brazil, Thailand,
Philippines, and Mexico—may also
offer new varieties. In most cases,
local companieswill represent these
varietieswith contractua linkstothe
foreign breeding company.

Ongoing initiativesto harmonize
regulations—moving towards free
movement of varieties throughout
the region and almost free move-
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ment of seeds (except for modest
duties and reasonabl e phytosanitary
controls)—can support develop-
ment of the regional seed industry.
Other activities that could support
regionalization of the seed industry
include assisting seed entrepreneurs
to visit seed companies in Zimba-
bwe, Kenya, and India (especialy
Hyderabad and Bangal ore) and pub-
lic research stations such as the In-
ternational Center for Research in
Sub-Arid Tropics (ICRISAT) and
the International Institute for Tropi-
cal Agriculture (11'TA) in Zimbabwe
(Bulawayo) and Nigeria to make
contactsto access new varietiesand
to establish mutually beneficial busi-
nesslinkages. Further support could
include coordinating private trials,
assi sting with anewsl etter or maga-
zZine, etc.

Malawi currently has a national
Pesticide Suppliers Association but
lacks national trade organizations
for fertilizers and seeds. Once orga-
nized, seed and fertilizer organiza-
tions can play arole in channeling
training and other assistance to
dealer development, organizing re-
giona tours, sponsoring newsl etters,
organizing national and regional
workshops and trade expositions,
etc. Projects can be designed to sup-
port trade organizations and to work
through them to assist national and
regional trade and industry
devel opment.

I11.10. Action Plan Matricesfor
Seed, Fertilizers, and
CPPs
In addition to the market devel-
opment efforts proposed earlier,
there are certain input-specific mea-
sures that should be undertaken to
develop input markets. Action Plan
Matrices 3, 4, and 5 summarize such



measures for seed, fertilizer, and
CPP markets, respectively.

I11.11. Potential Benefits of the
Action Plan
If the Action Plan isimplemented
asproposed, the following soci oeco-
nomic benefits will result from its
implementation.

L ower Pricesand Timely Avail-
ability of Inputs—Themost signifi-
cant benefits of the Action Plan will
belower pricesand timely availabil-
ity of inputs in rural areas. Inputs
will be available to farmers near
their farms. The distances currently
traveled by farmers to purchase in-
puts will be drastically reduced be-
cause the new cadre of dealers will
be located much closer to the vil-
lages. It ispossible that input prices
for seed and fertilizersmay decrease
by 30%-40% (Table 4). Reduced
cost of transportation and travel by
farmers will provide an added
benefit.

Better Accessto New Technolo-
gies—Asmoreinput companiesen-
ter the market with new crop
varieties, CPPs, and soil tests and
treatments, Malawi’s farmers will
have better accessto afull range of
seed and other technologies neces-
sary for adiversified and productive
agricultural sector.

Enhanced Food Security—In-
creased use of modern inputs will
help in promoting food security at
both the household and the national
levels because farmers will be pro-
ducing more grains and legumes.
Economic and efficient use of inputs
by more farmerswill certainly con-
tribute to national granaries. Even
the resource poor farmers will be
able to increase their crop produc-
tion by using inputs in larger
guantities.

Environmental Protection—
The soilsthat feed the nation arethe
most important natural resources of
Malawi. These natural resources
should be sustained and preserved
for future generations. Thiscan hap-
pen only when the nutrients re-
moved from the soils are adequately
replenished and reserves of nutrients
are built in the soils. By promoting
the increased use of mineral fertil-
izers and soil fertility-enhancing
practices, the Action Plan will con-
tribute to the protection of the natu-
ral resource base.

Foreign Exchange Earnings
and Savings—Malawi has a
chronic deficit initsbalance of pay-
ments account. The Action Planwill
contribute to reducing thisdeficit by
enhancing the foreign exchange
earnings through export promotion
and food import substitution. By

Table 4. Expected Price of Inputs With Well-Functioning I nputs

Markets
Current Prices Expected Prices Difference
(MK/50 kg) (MK/50 kg) (%)
Urea 795 599 -25
SA | 625 472 -24
Seed (MH 18) 60° 40° -33
a. Per kilogram.
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diversifying the cropping pattern to-
ward legumes and groundnuts, the
Action Plan will help in reducing
reliance on only one commaodity (to-
bacco) for foreign exchange
earnings.

V. Implementation
Arrangements

IV.1. Holistic Approach and
Sequencing of Activities

To realize the full benefits of the
activities proposed in the Action
Plan, these activities should be
implemented in aholistic manner so
that the synergies of various activi-
ties could be captured. Activitiesin
policy reform and human capacity
building should be supported by
developments in the financial sec-
tor, market information, and moni-
toring and regulation in the
marketplace. Without financial re-
sources, trained entrepreneurs can-
not put their training to work.
Likewise, rules and regulations
about truth-in-labeling should be
fully enforced so unscrupuloustrad-
ers do not compromise the quality
of the products sold by law-abiding
traders. To integrate various seg-
mentsof the market efficiently, these
traders should also have access to
the information about national, re-
gional, and global markets.

Although a halistic approach is
recommended to devel op input mar-
kets, sequencing of activitiesisalso
suggested because both human and
financial resources are limited and
certain activities should be under-
taken in a priority manner. For ex-
ample, unless the dealers are
properly trained and well versed in
the nitty-gritty of import business,
there is no point in making finance
available to them. Likewise, with-
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Action Plan Matrix 3. Seed

Year Implementation
Issues/Constraints Actions Recommended Stakeholder Responsibility (0=2000)
0i1|2|3(4]5
1. Government-supported programs in (1a) Establish a task force to develop a program MOAI and donors that fund GOM X[X[X
seed distribution: Government and timetable to design and introduce cash procurement of seeds.
procurement and distribution of equivalent vouchers (that farmers can use to buy
commercial seed obstructs market only seeds and fertilizers of their choice from
development (new entry for companies, dealers of their choice) to replace all government
varieties, dealers) and gives farmers distribution of seeds in-kind.
seeds of varieties and even crops that
they may not want. ,
(1b) Clear policy statement that Government will | MOAI and donors (USAID, EU, DfID, X
move from direct procurement and in-kind World Bank)
distribution to cash equivalent vouchers for all
input assistance programs.
. Lack of seed regulations compatible (2a) Establish plant variety protection (PVP); draft | MOALI, with technical (legal) assistance XX
with international practices: Although | and approve a new law and regulations, and from a donor project
Malawi’s existing seed regulations are establish an office to award PVP
sound, some regulations are lacking or
needing revision to assist Malawi’s seed | (2b) Establish regulations to allow patenting of MOALI, patent office, and bureau of XXX
companies to take part in the selected biotechnology, to supervise GMO field standards, with support from one or more
international seed industry. testing, to supervise introduction of GMOs in donors
agriculture and to supervise marketing of
agricultural products with GMO content
(2c) Establish and/or maintain membership in MOAL, with assistance from a bilateral X|IXIX|X|X|X
OECD Seed Schemes, International Seed Testing | donor to cover several years’ annual fees.
Association (ISTA), FAO’s Interim Commission
on Phytosanitary Measures and other international
organizations dealing with seeds.




Action Plan Matrix 3. Seed

Issues/Constraints

Actions Recommended

Stakeholder Responsibility

Year Implementation
(0=2000)
0(1(2(3[4]|5

2. Lack of seed regulations compatible

with international practices:

(2d) Harmonize seed quality and phytosanitary
rules among SADC countries. Adjust variety

MOAL takes part in regional discussions
and adjusts regulations and procedures

(X [X[X[X[X

(Continued) controls to facilitate introduction of varieties based on agreements
approved in regional countries.
(2e) Strengthen staff, laboratories, and Seed Services, with support from a donor X|X
arrangements for Seed Services to monitor and test | project.
truth-in-labeling for seeds in retail trade.
3. Weak International Linkages: Malawi’s | (3a) Establish a national seed trade association, Seed companies in Malawi, with possible . XX

seed industry is not well linked to
regional and international seed industries
(for access to new varieties and seeds,
seed trade, etc.).

which then joins AFSTA, so that Malawi seed
companies can take part in international and
regional seed industry meetings and affairs.

(3b) The national seed association collects and
publishes information on Malawi and regional
seed companies and markets and advises

government and donors on seed-related issues.

(3c) Entrepreneurs visit foreign countries to make
contact with private and public breeding
organizations for access to new varieties

| assistance from a bilateral donor.

National seed association, with grant or
contract support from a bilateral donor or
other project.

Entrepreneurs share expenses with
government and/or NGO program to
promote new seed companies.

4. Limited Number of Seed Companies in

the Market: Limited number of seed
companies in the market, hence limited
number of varieties (from local, regional,
and international public and private
breeding) and limited competition.

(4a) Entrepreneurs establish seed companies
(including joint ventures and stand-alone
companies) to import and/or produce, bag, label,
and distribute to retail outlets.

Entreprenéurs invest in seed, office, etc.
Government and NGOs may design
programs to provide technical and/or
financial assistance to new seed companies.
Existing programs—e.g., credit programs
to support small businesses, MIPA—may
assist.
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Action Plan Matrix 3. Seed

Issues/Constraints

Actions Recommended

Stakeholder Responsibility

4. Limited Number of Seed Companies in

the Market (continued)

(4b) Establish and announce price list and
procedures for anyone to buy breeder and basic
seeds for all varieties of all crops released from
Malawi’s public research institutes. (If breeders
rights are an issue, protect through PVP and/or
contracts with royalties and limits on use of
seeds.)

’

(4c) Government and NGOs design projects to
offer temporary technical or financial assistance to
emerging seed companies, which could include
matching grants for employing breeders,
demonstrating new varieties, assisting with seed
processing machinery, etc.

(4d) National seed association, with assistance
from Seed Services and other government and
NGO projects, offers training for contract farmers,
especially small farmers, engaged to produce seed
for commercial seed trade.

Department of Agricultural Research and
Technical Services, MOAI

MOALI, NGOs, donors

National seed association, MOAI, NGOs;
and donors. .

5. Insufficient Dealer Qutlets: Farmers

lack convenient access to commercial
seeds through town and rural stores
(currently, maize, tobacco, and vegetable
seeds are widely available in town stores;
other seeds not available)

(5a) Existing stores, including stores in remote
rural areas, add seeds to their shelves; new stores
open to sell seeds and other inputs

(5b) Regional workshops and training for store
managers and other traders interested in selling
seeds and other inputs, including introductions to
seed companies and distributors

Entrepreneurs invest money and time to
carry seeds.

The national seed association, MOAI,
and/or NGO field days and programs to
interest and train seed traders and dealers.

(5¢) A government or NGO project could offer
other temporary incentives for stores to add seeds
(other than hybrid maize) to their shelves.

MOALI NGOs, donors.

Year Implementation
(0=2000)
0[1[2]3[4]5
X[ X[X[X[X[X
X|IX|X|X|X]X
X|X|X|X|X
X[ X[ X[X|X[X
X|xX[|Xx
X[X[X
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Action Plan Matrix 3. Seed

Issues/Constraints

Actions Recommended

Stakeholder Responsibility

Year Implementation
(0=2000)
0]1(2]3 5

6. Farmers Have Insufficient Information
about New Varieties: Farmers lack
information about new varieties for all
crops (hybrid maize, other crops)

(6a) Big increase in number of demonstrations for

all crops for which commercial seeds are
available. Demonstrations should also be in
remote rural areas, not only along major roads.

(6b) Preparation and distribution of a list of

varieties tested and recommended, with relevant

information for farmers.

(6a-1) Seed companies arrange more
demonstrations. Seed companies should
also extend technical backup to farmers and
stores selling seeds.

(6a-2) MOAI and NGOs cooperate with
seed companies to demonstrate selected
promising varieties.

Department of Agricultural Research and

| Technical Services, MOAI

4
XIX[X[X[X
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Action Plan Matrix 4. Fertilizers

Year Implementation
Issues/Constraints Actions Recommended Stakeholder Responsibility (0=2000)
0(1}2{3|4]5
1. Market Uncertainties (a) A clear fertilizer policy statement is required. MOALI to issue revised fertilizer policy. X
Due to interventions with APIP and
Starter Pack, private sector hesitation on
additional or fresh investment in the (b) Make all interventions market friendly, i.e., MOAVdonors/private sector coordinate XXX
business. ensure that they do not disturb the market. market friendly interventions for providing
safety net and move from tenders to
vouchers.
2. Level Playing Field Parastatals should charge full costs to fertilizer | MOALI to ensure level playing field for all X
Public sector organizations (ADMARC marketing operations by commercializing
and SFFRFM) have sunken costs in activities. s
substantial storage facilities and transport MOALI phased program for privatization X|X|x|X
; of parastatals
equipment.
3. Inadequate Finance Available (a) Develop progressive commercial package to RBM/commercial banks/GOM to develop X
‘Existing players and newcomers have encourage greater competition among private suitable package. :
problems in obtaining foreign exchange sector operations. Examine possibility of joint
for import LCs and financing for ventures with international organizations to attract
marketing operations. foreign investment.
Collateral requirements, interest high.
(b) For initial period have special fund set up to Donors to provide financing for two funds: XXX
encourage commercial banks’ involvement. the Agri-Input Import Fund and the Agri-
Input Business Development Fund.
(c) Develop dealer network to bring in finance and
' share risk.
4. Banking Services Not Available in
Rural Areas
(a) Rural trading activities have not (a) Encourage private banks to open agencies/ RBM/commercial banks/GOM to develop | X | X
developed as there are no bank branches | outlets in rural areas by providing tax incentives, | suitable policy package
to facilitate business transaction etc.
(b) Security risks high. (b) Encourage private security arrangements. GOM/banks to work out arrangements. XX
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Action Plan Matrix 4. Fertilizers

Issues/Constraints

Actions Recommended

Stakeholder Responsibility

Year Implementation
(0=2000)

]
(=Y
N
w
-

5

5. Inland Road Freight Rates Are Very
High
Due to poor roads in rural areas leading
to high maintenance costs and high

(a) Give priority to install rural road infrastructure
by reputable contractors.
Comprehensive road maintenance plan.

GOM/donors to undertake rural road
projects

X[ X[X[X[X

import duties on truck spares/fuel, road (b) Reduce import duties on truck spares and GOM to review import duty structure and X|X
freight unusually high. liberalize petroleum imports. policy on petroleum imports.
6. Limited Fertilizer Availability in Rural | (a) Develop dealer network Donors to provide funds for financial X[X[X|X
Areas package and training for developing rural
Due to absence of local independent | markets.
dealer, supplies do not reach remote areas | (b) Encourage rural trading activities by providing
and farmers have to travel 10-50 km to business training and improved access to
purchase. finance
7. High Cost of Fertilizer Imports
(a) Due to inadequate linkages with Training program for developing linkages with Donor funding required to send people for | X | X | X
international markets, importers do not international markets. -training.
take advantage of low-cost supply
sources.
(b) Small shipments lead to higher Organize informal groups—farmer associations/ GOM/donors to work towards regional X|X
product prices and higher per-mt ocean harmonize regional trade to import joint larger trade harmonization.
freight. parcels of high-analysis fertilizers and reduce
costs.
(c) Closest seaports are at Nacala, Beira, | Develop seaports and rail and road connections to | Donors to undertake projects to improve XXX

Dar es Salam requiring expensive land

transportation.

facilitate fertilizer imports in a landlocked country

rail/road links to ports

8. Improper/Uneconomic Use of
Fertilizers
(a) Farmers have inadequate knowledge
of proper and balanced use.

—

Intensify field extension activities-demonstration
plots, farmer meetings, use of mass media.

Donors to fund extension project
coordinated by MOAI and with contracted
management. Encourage private sector
involvement.
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Action Plan Matrix 4. Fertilizers

Year Implementation
Issues/Constraints Actions Recommended Stakeholder Responsibility (0=2000)
0|1}2[|3|4]5
8. Improper/Uneconomic Use of
Fertilizers (continued)
(b) Far too many products, many of Switch to high-analysis fertilizers. Extension message X|X|X
which are low analysis with higher
nutrient costs.
(c) Require basis for determining site- Set up soil testing facilities for farmers and Donors to fund extension project XIX|IX|{X]|X
specific fertilizer recommendations. dealers. Continued research on phosphate, liming, | coordinated by MOAI and with contracted
micronutrient, organic matter, timing of management.
application, and tillage response. |
9. Market Planning and Decision Making | (a) Set up fertilizer cell in MOAI to collect, MOALI to set up with private sector X
Difficult analyze, and disseminate data. involvement
Market information systems/data X
inadequate for proper planning. (b) Set up a monthly meeting of MOALI, private MOALI to form suitable committee
and public sector fertilizer organizations for including private sector
planning and review.
10. No Monitoring in the Market Set up cell in the Malawi Bureau of Standards to GOM to set up cell X|X
There is no monitoring of the truth-in- undertake routine inspection/testing and Donors to fund establishment of special
labeling law either for quantity or quality | strengthen existing labs. labs.
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Action Plan Matrix 5. Crop Protection Products (CPPs)

Issues/Constraints

Actions Recommended

Stakeholder Responsibility

Year Implementation

(0=2000)

1

2

3

]

5

1. Uncontrolled status of the pesticides
market.

(a) Urgent enactment of the draft Pesticide Bill 2000.

(b) Drafting supporting pesticide regulations.

(c) Approving the drafted supporting pesticide
regulations. _

(d) Establishing the Pesticide Control Board (PCB).

Dr. A. Daudi (Crop Protection Department,
MOAI), FAO, GTZ, and the Pesticide
Suppliers of Malawi (PSAM) to revamp the
existing IPM Task Force at a meeting
scheduled on May 21, 2000, in the FAO
premises. The Task Force should enlist the
involvement of WHO and other necessary
stakeholders to actively campaign for the
enactment of the draft Pesticide Bill 2000
in the next session of Parliament.

GOM and Parliament.

Public-private partnership (as was done for
the Pesticide Bill 2000).

MOAI

(d.1) MOAL to design the chairman of the
PCB as per the draft Pesticide Bill 2000.

(d.2) PCB members to nominate alternate
board members (optional) as per the draft
Pesticide Bill 2000.

(d.3) PCB to appoint the registrar and
establish its secretariat as per the draft
Pesticide Bill 2000.

X
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Action Plan Matrix 5. Crop Protection Products (CPPs)

Issues/Constraints

Actions Recommended

Stakeholder Responsibility

Year Implementation

1. Uncontrolled status of the pesticides

market. (Continued)

(e) Recruiting and training inspectors.

(f) Establishing a fund for the initial operation of the
PCB

(g) Strengthening product analysis and quality control.

PCB appointments as per the draft Pesticide
Bill 2000.

MOALI and PCB to train inspectors as per
the bill.

GTZ is willing to provide the necessary
funding, provided draft bill is enacted into
law during the first half of 2000.
Otherwise, other donors can help in

| securing necessary funding.

(g.1) MOAI to publish a list of designated
analysts and suitable laboratories.

(g.2) MOAI and donor to provide in-
country short-term training for product
analysts.

(g.3) PCB to assess MBS laboratory
capability, and donors to finance its
reinforcement if needed.

(0=2000)
(IENERENENE
X[ X[X[X
X
X | X[x[x]x|Xx

2. Substantial obsolete and dangerous

stocks.

(a) Extending the survey of obsolete pesticides in the
northern and central regions.

(b) Disposing of existing stock.

Dr. A. Daudi (Crop Protection
Department, MOAI) to complete the survey
he started as soon as funding (US $2,000-
$3,000) is available.

MOAI and revamp IPM Task Force to take
up this issue and raise the necessary

funding,

Revamp IPM task force to take up the issue
with the MOAIL MOH, and MONREA to
develop a plan to secure the necessary
funding.
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Action Plan Matrix 5. Crop Protection Products (CPPs)

Year Implementation

Issues/Constraints Actions Recommended Stakeholder Responsibility (0=2000)
: 0]1[(2({3}|4]|5
2. Substantial obsolete and dangerous (c) Establishing a system of regular inventory of Inspector to undertake routine checks. X[X[X[X[X[X
stocks. (Continued) stocks.
PSAM to develop a self-monitoring XIXIX|IX|X|X
mechanism.
(d) Building an adequate pesticide storage facility for Donor can help. X
government migratory and perennial pest products in
each region.
(e) Establishing a mechanism for safe and sound (e.1) MOAI to provide for ways of XiX
disposal of future obsolete stocks. | disposing of obsolete products in the
pesticide regulatory framework.
(e.2) Manufacturer or suppliertoincurthe | X | X | X [ X | X | X
full cost of disposing of products (both for
government and nongovernment stocks).
(f) Establishing government guidelines to avoid MOAL to develop guidelines outlining X|X
accumulation of obsolete stocks in the public sector. responsibilities of government, donors, and
dealers.
(g) Offering stock management training programs to MOAT’s short-term training project. XIX|XIX|X|X
dealers.
;| PSAM training program. XIXIX|IX|X|X
3. Limited products and use knowledge | Designing and running a training program for Project training program. XIXIXIX|X]|X
by extension agents. extension agents.
PSAM to continue its safe use training XIX|X|X|X|X
program.
Revamp IPM Task Force to examine X
possible contribution (e.g., technical and
financial support to the Natural Resource
College for safe pesticide use modules for
extension agents). Involve MOH and
MONREA.
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Action Plan Matrix 5. Crop Protection Products (CPPs)

Issues/Constraints

Actions Recommended

Stakeholder Responsibility

Year Implementation
(0=2000)

1123

N ———

7}

. Limited products and use knowledge

by farmers and general public.

Educating farmers and the public on pesticides and the
safe use of pesticides.

.

Public sector/traders/PSAM partnership in
designing and running demonstration
programs.

Agricultural Communication Branch to
develop multi-media strategies to sensitize
the public on pesticides and their safe use.

0 4
XIXIXIX[X|X

. Lack of dealers and private retail

pesticide traders. ~

Running dealer development programs.

Project training programs for dealers, bank
staff, and public sector staff.

. Market uncertainties and distortions.

(6a) Developing a market information system.

(6b) Limiting KR-II pesticides to product use for
control of perennial and migratory pests.

Donor, MOALI, and Project to work to

| strengthen the MIS unit of the MOAL

MOAI, MOF, and JICA to work on
agreement.

. Regional harmonization

Continuing negotiations for a regional harmonization
of the testing and registration of pesticides and risk-
based duties.

MOALI and PSAM to continue to be
involved.

. Public health and environmental

risks

(8a) Intensifying research and extension on bio-control
and IPM (crop rotations, pheromones, biological
control, BTs, biopesticides).

(8b) Developing easier, cheaper, and low-risk
regulations for biopesticides with appropriate risk tests.

(8c) Intensifying residue testing on food products.

(8d) Developing user-friendly, cheaper, small, and
low-risk packages of CPPs

(8e) Strengthening the capacity of the health services to
deal with cases of pesticides poisoning.

Research and extension budgets

PCB, MOAL and industry.

Malawi Bureau of Standards.

Industry and MOAL

MOH, MOAL, industry.




out human capital and finance, mar-
ket information is unlikely to be of
much use. The sequencing of vari-
ous activities under each domain
(policy, finance, seed, fertilizers, and
CPPs) isincludedinthe Action Plan
matrices presented earlier.

IV.2. Creating a Task Force

A Task Force (TF) consisting of
various stakehol ders should be cre-
ated to develop implementation ar-
rangements for the Action Plan.
Various stakeholders should be
represented in the TF asfollows:

* Donor Representatives 2
e Public Sector Representatives 2
* Private Sector Representatives 3

The Malawi Agricultural Sector
Investment Programme (MASIP)
should make the necessary arrange-
ments to coordinate TF' s activities,
and TF should be reporting to the
donors group about the progress
made on the implementation of the
Action Plan. The existing donor
committees on agriculture and food

security should invite stakeholders
from the private sector to their meet-
ings when the TF is reporting about
the progress made. The TF should
also have an easy accessto the Prin-
cipa Secretary (PS) of Agriculture,
asshownin Figure 5.

It is recommended that the TF
should consider inviting technical
experts for designing a project to
implement the core activitiesrel ated
to market development (policy re-
forms, human capital formation, and
financia services). For other easily
separable activities, such asthedis-
posal of outdated pesticides, the TF
may justifiably consider designing
separate subproject activities. For
such activities, the TF should ap-
point technical committees or use
existing ongoing efforts (if effec-
tive) to advise it about the proper
implementation approach. The TF
may consider creating a small sec-
retariat for assistance in designing
and coordinating projects or sub-
project activities.

_ Ministry of Donor
Agriculture & Irrigation Agricultural Committee
) | F
MASIP {—ou— 3] TASKFORCE
Technical Technical
Sub- Sub-
Committee Committee
1 " ]
Secretariat )

Figure5. Action Plan Implementation Arrangements.

IV.3. Resource Requirements

Malawi will need a 5-year pro-
gram to initiate the process of
developing efficient and well-
functioning agricultural input mar-
kets. Preliminary estimates of the
resources needed to implement vari-
ous components of the Action Plan
are presented in Table 5. While de-
signing the project or subproject ac-
tivities, the TF should use technical
expertsto concretize these resource
reguirements.

Because of the synergistic effects
of various activitiesin aholistic ap-
proach, most of the activities should
be implemented through a compre-
hensive project entity. However, if
that is not feasible, at least activi-
tiesrelated to policy reform, human
capacity building, and financial ser-
vices (creation of capital funds)
should be implemented as a single
project.

IV.4. Government Commitment
and Policy Consistency

The most important requirement
for the successful implementation of
the actionsrecommended in thisAc-
tion Plan is government commit-
ment to the proposed initiatives and
its ability to implement them. Key
indicators of government commit-
ment are the supportiveness (pro-
market), clarity, degree of stability,
and consistency of policies affect-
ing agricultural input procurement
and marketing, and of areliability,
transparency, and cost-effective le-
ga system that instills confidence
and credibility. Government ability
to implement the recommended ac-
tions depends on its financial and
technical capacities both in design-
ing the specifics of the recom-
mended actions and in monitoring
their implementation and impact. To



Table 5. Estimated Resource Requirements for Implementing Vari-
ous Components of the Action Plan: 5-Year Program?

Activity/Component Cost
(US $°000)
A. Project Operating Costs
Policy Reform Activities (marketization of various programs) 2,200
Human Capital Formation
(Training, study tours, enterprise development, and association 5,300
building activities)
Market Information System (MIS) 600
Strengthening of Regulatory Frameworks 1,100
Technology Transfer Activities 1,250
Policy, Agronomic, and Environmental Studies 935
Seed Sector Development Activities 1,130
Total Project Operating Costs 12,515
B. Capital Funds Costs
Agricultural Input Import Fund (foreign exchange) 15,000
Agricultural Input Business Development Fund
(Local Currency MK 100 million @ MK 47 = US $) 2,128

a. Costsrelated to the establishment of Pesticides Control Board (PCB) and the Safe Dis-

posal of Outdated Pesticides are not included.

be successful, a close partnership
between the government, the private
operators, and the donor community
is essential.

IV.5. International Support

The degree of international sup-
port of domestic liberalization and
market development initiatives is
critical to government commitment
to the reforms. This is particularly
true because several required invest-

ments are costly and long term in
nature (5-10 years). Thisisthe case,
for example, for the devel opment of
the road infrastructure, emergency
disposal of large obsolete pesticide
stocks, or long-term, off-the-job
training. Given government limited
financial resources and technical
expertise, donor support is critical.
In particular, it is essential that do-
nors’ activitiesbe coordinated, sup-
portive (pro-market), and consistent.
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